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^foreword 


•^''ell-accepted general theories regarding the op- 
eration and control of the American economic system at mid¬ 
century are lacking. A usual recourse in such a situation is to 
seek help from history. But economic history has slighted the 
importance of the institutions of business and the role of en¬ 
trepreneurship in over-all developments, while there has been 
too little general writing about these latter elements to estab¬ 
lish a rival pattern for analyzing United States economic growth. 
For better understanding, a new and broader synthesis is 
needed. The present book attempts to put the closely related 
factors together in a new balance, to see the history of business 
forms and business action in their essential relationships to 
technological and industrial change, and to suggest some of 
the interactions of the whole complex with the rest of Ameri¬ 
can civilization. 

Important antecedents to the present situation began to 
emerge clearly around the end of the last century. Oil, electric¬ 
ity, chemistry, and the gasoline engine introduced a new tech¬ 
nology; new corporate and financial practices created modern 
big business and big banking; and government increased its 
regulation and support of economic activity. The ensuing half- 
century has been a period of the adjustment of these forces to 
each other and to American society, sometimes tolerably suc¬ 
cessful, but never with a true promise of stability. Even the 
mid-century plateau of high prosperity is based on a level of 
military expenditure justifiable only in an upset world. By see- 
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ing how the present structure came to be, layer by layer, as 
investment bankers, corporate entrepreneurs, political leaders, 
and the ubiquitous technicians made their contributions, one 
may better estimate the relative permanence and force of the 
various elements. 

Since this book is one in a series on twentieth-century 
American civilization, in which there are separate volumes on 
farmers and organized labor, discussion of these groups will 
be held to the minimum necessary for an understanding of 
their relation to other business and economic factors. The basis 
for inclusion in this brief interpretation for general readers has 
been the essential character of a development, at some period, 
as a factor in changing economic institutions. 

The forbidding sound of such terms as "system,” or "eco¬ 
nomically oriented institutional change,” calls attention to the 
lack of an adequate vocabulary. The term "economic” has 
come in practice to refer to trends and activities potentially 
measurable, and “business” to different readers means various 
things, of which the greatest common denominator might be 
a social institution for creating and distributing goods and 
services for profit. There is no term except "capitalism” for the 
system as a whole, and capitalism like socialism is loaded with 
historical meaning that confuses present analysis. This predica¬ 
ment has prompted the choice of "business” as the generic 
term for the interrelationships of men and machines that have 
led to socio-economic change. 

On occasion this choice necessitates characterizing the 
whole economic system as American business, or speaking of 
an industry as a type of business. Aside from the justification 
that no other generic term seems more satisfactory, business 
denotes the human activity whereby underlying change is given 
social effect, and redresses an underemphasis on culture and an 
overemphasis on impersonal forces in conventional economic 
history. 

One cause of increasing difficulty in defining or even visual¬ 
izing economically induced social or cultural change is that 
each new stage of production and business organization has 
failed to obliterate older forms, but has instead been super¬ 
imposed on them. Thus mid-twentieth-century America may 
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be seen as having at least three or four partly distinct business 
systems. There is a section composed of small enterprises in 
industry, service, and trade that has not changed radically in 
its organization since the nineteenth century, and this segment 
contains by far the largest number of businessmen. There is 
an area of medium-sized and big business that is reasonably 
free from government control of its operations, while there 
is another area of such business that is strictly regulated and 
quite dependent on government policy. And then there is the 
interaction of these partly conflicting elements in a general 
and recognizable American system. 

The ensuing discussion takes up those ingredients of the 
system that appear to have been most dynamic at various 
periods and groups them in separate chapters. Among such 
major ingredients have been technology, which sets the po¬ 
tential forms and levels of production, the operation of manu¬ 
facturing industry that accounts for the vast flow of products, 
the amount of saving and the channels of investment, the 
character of businessmen and business institutions, the rise 
of the “welfare state,” and changing conceptions of the social 
place and responsibilities of business. In accord with this plan, 
areas such as wholesale trade which have not been key ele¬ 
ments in change are not discussed, whereas investment bank¬ 
ing is emphasized because of its dynamic role in the period 
before 1929; or again, much routine history of transportation 
and industry is omitted while changes in national income and 
its distribution are described as important elements in the 
development of the mid-century system. In discussing the in¬ 
gredients of change, it is logical and convenient to divide the 
period since 1900 into two parts. Up to the collapse of 1929 
older beliefs in the self-regulating character of the economy, 
and the corollary of limited government action, tended to 
separate political and economic activity. From the thirties on, 
these two activities were drawn rapidly together in the modem 
centralized, militarized, and welfare-directed state. 

The ablest thinkers cannot agree on how to characterize the 
whole, where it is headed, or how it will operate in crises. The 
combination of the vast American productivity, the intricate 
relations of widely dispersed private ownership with both 
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management and government, the increasingly high standard 
of living, and the leadership of a group of college-educated 
professional managers has not existed before and is not dupli¬ 
cated elsewhere in the world. Probably this new complex is 
more stable than the old-style pre-1929 capitalism. Certainly 
its stability is of vastly more concern to the rest of the world 
than ever before. This book aims to provide knowledge of the 
operation of the American system in the recent past with the 
hope that better understanding will improve the future pros¬ 
pects of economic stability, democracy, and human welfare. 

The facts and interpretations presented come from some 
thirty years of research in the history of American business. 
Documentation is mainly limited to the conventional indica¬ 
tion of the source of direct quotations. To give credit to others’ 
research, the source that called my attention to a statement 
rather than the original publication is frequently cited. Gen¬ 
eral documentation of facts and conclusions is in some cases 
impossible and in others too cumbersome for such a volume. 
The former difficulty arises because a considerable amount of 
information comes from confidential sources that I have agreed 
not to quote, and the latter from the multiplicity of sources 
that often lie back of a simple generalization. These are the 
usual problems in presenting analyses that have been derived 
partly from interviews with the actors themselves or with their 
close associates, and partly from living through the experience. 
If occasionally material is drawn from some little-known but 
readily available source, the fact will be noted. 

In addition to a subsidy from the Library of Congress, the 
research for this book was facilitated by grants from the 
American Philosophical Society and the University of Penn¬ 
sylvania. With the permission of Harvard University Press 
and the Library of Congress the gist of the final chapter was 
published in the Harvard Business Review for March-April 
1956. Arthur H. Cole and William Miller read the manuscript 
and made useful suggestions. Rosamond B. Cochran helped 
in a wide variety of ways. I wish to thank them and also 
Ralph H. Gabriel, the Editor of this series. 

Thomas C. Cochran 
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^udinedd ad an cAmerican ^ndtitution 


Vw^he effectiveness of businessmen in guiding eco- 
nomic development depends to a large degree upon the place 
occupied by business in the national culture. If other occupa¬ 
tions have more prestige and other values more force, the 
ablest members of society are going to be drawn away from 
business, and business plans are going to be uneconomically 
modified to conform to the dominant values. A logical point 
of departure for a study of the business system, therefore, is 
the place of business institutions in society. 

If the term “businessman” is used to designate anyone who 
participates in decisions for organizing the production and 
distribution of goods and services for profit, there are many 
kinds of American businessmen. Some work behind the count¬ 
ers of small shops, others in grimy, cluttered offices in the 
corners of factories, and still others in handsomely furnished 
suites. Some businesses have been run in much the same way 
for generations and have altered but little between 1900 and 
mid-century; others have been forced into continuous adjust¬ 
ment to meet changes in technology. The man in the luxurious 
office is likely to be there because mass-production machinery, 
efficient transportation, and a broad market necessitate big, 
highly capitalized business. The man behind the counter mir¬ 
rors the fact that no electric brain has yet eliminated the 
human proprietor from retailing or service. 

As used here, “businessman” includes an indefinite fringe of 
policy-making executives, but as in defining most social groups, 

1 
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precision is impossible. Even by this broad description most 
Americans of the twentieth century have not been businessmen. 
Scarcely one American family in six, in 1900 or even later, had 
a member who ran a business or occupied an important man¬ 
agerial position. Working in a business company might subtly 
condition the lower-level employee to business folkways and 
beliefs, but it did not make him a businessman in either his 
own or the public s estimation. Although to foreigners America 
was a land of business, to Americans businessmen were a group 
apart. 


THE BUSINESS HERITAGE 

Compared with the businessmen of other nations, those of 
America have always had unusual social prestige. Even in the 
seventeenth and eighteenth centuries, when the manorial lords 
of great estates on the rivers and bays had formed the tra¬ 
ditional elite, merchants in the seaports had been able to 
attain high social rank. In Charleston, South Carolina, center 
of a proud plantation aristocracy, planters apprenticed their 
younger sons and married their daughters to the men of the 
counting houses. The status of merchant generally rose still 
higher as one went north until on the seacoast of New England 
the social supremacy of the great merchant was unquestioned. 

In spite of the plans of kings or proprietors, the forms of 
feudalism were never securely fastened on the American col¬ 
onies, and there were no lasting titles based on landed estates. 
Since Great Britain garrisoned the colonies and appointed the 
chief civil servants, army and government careers were either 
closed or less attractive to Americans than would have been 
the case in an independent nation. The Church of England had 
no American bishops, and the other chiirches tolerated in the 
colonies were nonhierarchical. Only in New England did great 
prestige attach to the ministry. Even here the prestige was 
diminishing by the end of the colonial period. 

In the struggle for social eminence, therefore, the business¬ 
man did not have to face strong and repressive competition 
from titled nobility, army, navy, government, or church. Busi- 
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ness and the businesslike profession of the law were in general 
the broadest and shortest avenues to financial success and pub¬ 
lic recognition. Whereas in Great Britain the title of barrister, 
attorney, or merchant was looked down upon by the aristoc¬ 
racy, in America each of these carried social prestige in itself, 
the title of merchant generally being reserved for men of large 
affairs in overseas trade. 

By the close of the Civil War the prestige of the land had 
waned in the metropolitan circles that dominated American 
society, and no new occupations had arisen seriously to 
threaten the leadership of business and the lav/. For some years 
after the war the title of general carried weight, but the army 
shrank to a garrison for strategic seaports and Indian posts and 
the hundred days of the Spanish-American War produced no 
new great generals to perpetuate la gloire militaire. The minis¬ 
try and the learned professions grew in numbers but scarcely 
in social prestige, and practitioners of the arts, other than 
journalism or literature, were, to say die least, not widely 
acclaimed. 

The power of the pen was not to be neglected as a source 
of social control or political or economic position. But in¬ 
creasingly this power was wielded by and for business. Literary 
men in the service of b ade, following the lead of Thomas Paine, 
rationalized in books and articles the needs of corporations or 
industries. At the top levels of metropolitan journalism die dis¬ 
tinctions between the publishers functions as a big business¬ 
man and those as a purveyor of news were by 1900 becoming 
blurred. 

Only the age-old and inveterate rival of the businessman, the 
politician, remained strong. The exact balance in prestige be¬ 
tween business and politics in America of 1900 is difficult to 
determine, but perhaps it need not be struck. Of national poli¬ 
ticians in the decade 1900 to 1910, selected in a study by 
William Miller as the most important, over 30 per cent had 
been or were in business or business law as well as in politics. 1 
Furthermore, the personal wealth that successful politicians 
possessed was often invested in business ventures rather than 
in land. Consequently, while individual politicians might seek 
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favor with the voters by supporting act s not favored by most 
businessmen , political leaders as a social group had no desire 
to lessen the power or prestige of business. 

COMPETING VALUES AND IDEALS 

While business values and attitudes were developed and 
accepted by a large part of the upper classes or social elite, the 
mass of the people gave only a grudging acceptance to the 
business system as represented in the careers of “masters of 
capital” and “captains of industry.” Boys and young men 
were taught at home and in school to seek success, but were 
also advised that there were spiritual values superior to money¬ 
making. “The supreme vice of commercialism,” said Bishop 
Potter in 1902, “is that it is without an ideal.” 2 This state¬ 
ment, made to an assembly of Yale students, illustrates the un¬ 
willingness of the Bishop, and no doubt other clergymen, to 
accept the validity of ideals less spiritual than those of the 
church. He failed to recognize the goal of a higher standard of 
living as an “ideal” of commerce adhered to implicitly by most 
Americans. A generation after the Bishop s statement an astute 
French observer called the American standard of living “a 
sacred acquisition ... in which they will allow no reduction, 
and which they will defend to the uttermost against both com¬ 
petition and surreptitious invasion of other countries.” 3 Henry 
Ford saw the increasing standard of living as leading to new 
and better ways of life, “contributing something deep and last¬ 
ing.” The authors of The American Business Creed aptly term 
Fords view the “spiritualization of material progress.” 4 “Com¬ 
mercialism” or business was the source and protector of the 
rising standard of living, and hence shared in its “sanctity.” 

Yet many persons regarded business as unscrupulous, un¬ 
democratic, and materialistic. The paradox resulted in part 
from the distinction between “commercialism” or capitalism as 
a way of life, an approved social system, and “business” as a 
particular institution within the system through which a mi¬ 
nority group controlled production and distribution. 

No culture can be satisfactorily characterized by a single 
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phrase. Yet businesslike values and respect for them seemed 
the most pervasive common element in American culture, more 
so than religion, world mission, the democratic spirit, or sim¬ 
ilar formulations of American ideals. Of the primary business 
belief that the American way rested on the chance for any able 
individual to gain wealth, Ralph Ii. Gabriel writes: "This faith 
and philosophy became the most persuasive siren in American 
life. It filled the highways with farm boys trekking to the city. 
It drained the towns and countryside of Europe. It persuaded 
the educated young man that the greatest rewards in life were 
to be found in the business world. It taught the ambitious that 
power lies in wealth rather than in political office. It pene¬ 
trated the workshop and paralyzed the effort of the labor leader 
undertaking a crusade for justice to the working man.'' 5 

The business philosophy reinforced earlier Protestant ethics 
stemming from Calvinism. Now become partly secular, these 
beliefs bad emphasized the importance of choosing a proper 
calling, of doing one's appointed task, and of success as a sign 
of God’s grace. A part of the frontier environment had also 
emphasized success through business enterprise and planning 
for a future always expected to surpass the present. The Cal¬ 
vinist and frontier traditions had been absorbed in the business 
life of thousands of country towns and small cities whose 
citizens strongly influenced the surrounding countryside. Even 
in the fanning areas Lewis Atherton writes of "the mingled 
fear, distrust, and respect with winch citizens regarded the 
small circle of lenders in frontier towns." 0 

The ambiguous position of business as such is reflected in 
attitudes toward its leaders. People of the upper intellectual 
levels gloried in the strength that prodigious economic devel¬ 
opment gave to the nation, extolled the American system of 
individual initiative, competition, and material success, but 
refused to acclaim business leaders as the topmost representa¬ 
tives of the culture. A magazine writer in 1902 noted that 
“when the prince of one of the reigning houses . . . came to 
explore somewhat in the Strenuous Land, it was . . . the cap¬ 
tains of industry he most desired to meet . . . Yet, for the 
most part these mens records are to be found in no dictionary 
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of American biography; many are not in ‘Who's Who?'; they 
figure but little in the columns of the press; they are not the 
types that have been chosen to stand for American greatness 
in the Hall of Fame." 7 

Americans of 1900 who collec tively typified business culture 
to foreigners, and who, if we had means to measure, may in 
reality have been chiefly conditioned by this omnipresent 
environment, obviously thought of themselves as primarily 
representing other qualities. They liked Teddy Roosevelts 
emphasis on “the fundamental qualities of courage, honesty 
and common sense.” * They dramatized themselves as part of 
an inevitably conquering Anglo-American civilization, or as 
the leaders of democracy in the world, or as Cod s chosen in¬ 
strument for creating the perfect society. One might say that 
the business habits and values were so much a part of the 
American scene that to natives they were taken for granted as 
part of the normal order. 

Yet these habits and values with their emphasis on saving, 
investment, and efficient work were far from usual in the rest 
of the world. While every society has “saved" part of its in¬ 
come, the ends for which income is saved or spent have taken 
many forms. The Tibetans, for example, although miserably 
poor, invested hundreds of thousands of hours of their labor 
in weaving the largest banner in the world to hang on an outer 
wall of the Portala, the Dalai Lama's residence in Lhasa. In 
general, static class-bound agricultural societies showed little 
tendency to invest in tools for further production, except for 
the amounts necessary to keep existing equipment in repair. 
The rich of many nations of Asia, Africa, and South America 
preferred to spend their income in London or Paris rather than 
to save for investment at home. The people of these countries 
viewed work as a necessary evil and would have found it hard 
to understand Henry Ford's belief that “thinking men know 
that work is the salvation of the race, morally, physically, so¬ 
cially. Work does more than get us our living; it gets us our 
life.” 9 
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THE IMPORTANCE OF SMALL BUSINESS 

In his famous “Cross of Gold” speech at the Democratic 
Convention of 1896 William Jennings Bryan specifically men¬ 
tioned the “crossroads merchant” as part of the group oppressed 
by Wall Street businessmen. Yet a count of businessmen would 
show them to be chiefly crossroads or corner-store merchants, 
small manufacturers, or distributors. It has been the position 
and prestige of this latter group in society that has probably 
been most important in making America a business culture. 
These were the men who were active in all town affairs. Their 
buildings gave the town form and character. For their own 
ends, if no other, they improved the streets and formed civic 
bodies. No manor houses in the surrounding countryside over¬ 
shadowed their residences, no country gentry dictated the tone 
and temper of local affairs. This was business “democracy.” 

It was probably misleading even by 1900 to call back-country 
Americanism a “grass-roots” culture. “The history of the Middle 
Border,” says Atherton, “has been largely the history of its 
towns.” 10 The middle- or upper-class townspeople were the 
ones who had the business folkways and mores, and who spoke 
for society in both praise and criticism of business. William 
Allen White, “Sage of Emporia,” Kansas, notes many times in 
his autobiography that his businessman father belonged, be¬ 
cause of his success, to the ruling class. “I knew definitely and 
with conscious pride that I belonged to the governing class . . . 
We were the people.” 11 Local politics were largely run by the 
merchants, manufacturers, and lawyers, and the same group 
directed the charities, schools, and clubs. “Every country 
town,” according to Atherton, “had an inner circle whose own 
personal interests were so tightly woven with those of the 
community at large that one cannot determine where self- 
interest ended and public spirit began.” 158 The newspaper pub¬ 
lisher, large or small, was a member of this local business group. 
The opinions of this group were most often expressed in print, 
because in the eyes of the publisher they represented “ordinary 
common sense.” 

If attention is turned to a social elite, to the small fraction 
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of the population which gets ahead and assumes social leader¬ 
ship, it might be more fitting to speak of a shop- or desk-rooted 
culture. Of Miller s 334 men systematically chosen to represent 
the topmost business and political elite of the first decade of 
the present century, only fifty had fathers who were farmers; 
only four, moreover, had fathers who could be classed as 
"workers.” 18 


THE OPPONENTS OF BUSINESS 

How then did it happen that at the end of a century of 
massive physical achievement by entrepreneurs, "business” 
came under a mounting attack from the general public and its 
political representatives? One answer was that employees did 
not identify their personal interests with those of the compa¬ 
nies for which they worked. Another was that in the nineties 
farmers were still numerous, depressed socially and econom¬ 
ically, but well organized and favored politically by geograph¬ 
ical representation. In varying ways farmers thought them¬ 
selves both exploited and despised by businessmen. Many of 
them hoped that government regulation or ownership could 
curb such exploitation. 

But these me only partial answers to the question. When 
hostile critics used the word "business” they generally meant 
big, corporate business. The political influence of such business 
was evident in the pressures of the big corporations or trade 
associations upon state capitals or upon Washington. Repre¬ 
sentative Mills of Texas had said in 1894 that the emasculation 
of Clevelands effort at tariff reduction posed the question 
whether this was a government of the people, or one of taxa¬ 
tion by trusts and monopolies. The Bryan campaign of 1896 
abounded with charges that business controlled die govern¬ 
ment and had bought the Cleveland administration, lock, stock, 
and barrel. 

Furthermore, on most specific political measures business 
was arrayed against itself: a few entrepreneurs were able to 
build trusts, a larger group of small enterprises wanted trusts 
curbed; manufacturers usually lobbied for tariffs, the railroads 
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opposed protective duties; manufacturers might favor slum im¬ 
provement, the local real-estate group fought the necessary 
regulations. The debates of the late nineties in Congress were 
not so much concerned with the issues of individualism against 
collectivism as those of small business against large. 

Business as a whole seldom came under attack, even from 
the fanners. Bryan said approvingly: “The man who is em¬ 
ployed for wages is as much a businessman as his employer”; 
the wage earner asked only for equal opportunities. 14 The 
Populists, the most radical agrarian party of the late nineteenth 
century, wanted government ownership of some of tire utilities 
that served the farmer, but only government aid for the free 
enterprise of commercial farming. Few people attacked what 
an anthropologist might regard as the central themes of the 
business culture. Such elements as belief in the virtue of labor, 
particularly for those lacking in material goods; the impor¬ 
tance of material success; the obligation of men to work for 
a higher general standard of living; the idea that competition 
was good within “reasonable” limits — all these were accepted 
by both critics and defenders of specific business or industrial 
practices. 

Such criticisms as there were of the central business values 
came from a few spiritual or intellectual leaders and a scarcely 
larger number of extreme radicals. In spite of the protests of 
Bishop Potter and other clergymen, the age-old challenge to 
renounce the things of this world and live only for God was 
muted; it had in fact seldom been emphasized in nineteenth- 
century Protestantism. Quite generally God was assumed to 
approve of material progress and the higher standard of living, 
and therefore Gods work and ones own could be regarded as 
the same. Social welfare rather than metaphysical considera¬ 
tions increasingly provided doctrine for the churches. 

Henry and Brooks Adams, as well as William Graham Sum¬ 
ner, thought, for different reasons, that the society was decay¬ 
ing, but the elder Adams and Sumner had no program for 
reform. The native Marxian labor leaders, such as Debs and 
de Leon, denounced capitalists and exploitation, but only be¬ 
cause they held socialism a better way for achieving the same 
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materia ] ends. Even the philosophical anarchists had swung 
away from the old “simple life” conception of Bronson Alcott 
or Robert Dale Owen toward dreams of a highly productive 
industrial society controlled by workingmens syndicates , 

The nationalists , such as Albert Beveridge , John Hay, and 
Theodore Roosevelt , influenced among others by Brooks Ad¬ 
ams, attacked the existing order from an angle that presaged 
some of the shifts in opinion of the mid twentieth century. To 
them the elements of the “business culture” should be secon¬ 
dary to the fact that Americans were a “conquering race.” Con¬ 
tinuing this argument Beverdige proclaimed: “We must obey 
our blood and occupy new markets and if necessary new 
lands.” 15 On another occasion lie besought “an English-speak¬ 
ing peoples’ league of God for the permanent peace of this 
war-tom world.” 16 Roosevelt said: “No national life is worth 
having if the nation is not willing to stake everything on the 
supreme arbitrament of war, and to pour out its blood, its 
treasure, and tears like water rather than to submit to the loss 
of honor and renown.” 17 

Here were a set of cultural beliefs not included in the Calvin¬ 
ist-frontier-business complex — beliefs that had temporarily in¬ 
truded before, to be sure, but were not part of the everyday 
cultural patterns. As implied in Beveridge’s phrases “obey our 
blood and occupy new markets,” these nationalistic beliefs 
were not directly antibusiness. The necessary business values 
could have their cultural niche, as in imperial Germany, but 
the nation, in Roosevelt’s words, should not be dominated by 
“men with the souls of glorified pawnbrokers.” 18 The business 
virtues and values should be secondary. World War II and 
the transformation of the United States into a heavily armed 
military nation were to pose this conflict in values much more 
seriously. 


THE RISE OF MANAGERIAL ENTERPRISE 

In the twentieth century forces within the complex that we 
have called business culture W'ere to bring about changes in 
practice, if not always in belief, as striking as those caused by 
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the rise of the military virtues and the mid-century sense of 
world insecurity. Most of these inner changes can be seen as 
reactions to changing technology. The one to be noted at this 
point is that large-scale mass production and transportation 
hastened the shift toward managerial rather than proprietary 
control of business enterprise . 

As business corporations rapidly became larger, a new type 
of businessman rose to leadership: the professional executive. 
In contrast to the smaller business firm run by its owners, the 
new big companies placed executive control in the hands of 
careerists, selected for their managerial ability. The professional 
executive needed to own no stock in the enterprise, and if he 
did buy some it was usually not enough to give him any great 
stake in the company profits. In railroads, public utilities, and 
the new industrial "trusts,” ownership was usually distributed 
among thousands of stockholders, and neither stock nor wealth 
were necessary qualifications for managerial office. 

The resulting split between ownership and control altered 
business aims and motives. An early fear of loss of initiative 
and enterprise in such a system, expressed by a prominent 
professional executive, was that "the average man will not 
work as closely for the railroad company as he will for him¬ 
self.” 19 But the problem went much deeper than closeness or 
diligence of work. The profit motive itself, the initial dynamo 
of capitalism, became altered, and security and personal pres¬ 
tige assumed new importance. The directors of a corporation 
asked of their employees devotion to duty, loyalty, and co¬ 
operation in a hierarchy rather than rational hedonism in a 
market 

Looked at from the outside, tine executive of the large cor¬ 
poration came to play a different social role from that of the 
owner-manager of a smaller competitive business. The profes¬ 
sional executive’s horizons wa re expected to be broader than 
those of the small businessman; he should see business prob¬ 
lems in longer range and in their social setting; he should em¬ 
ploy specialists to advise him on the probable results of his 
decisions; he should be the guardian of jobs and savings and 
the supplier of utilities to thousands of people; he should be a 
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planner seeking to thwart uncertainty by better control of the 
market. In spite of his free-enterprise language he was part 
of a closely knit social organization. His conditioning made 
him a different type from the aggressive, often socially irre¬ 
sponsible small competitor who had built capitalism and in¬ 
dustrialism in Europe and America. What the difference was 
to be for both business and the rest of society is a major theme 
of this book. 
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self-made manager in business is nearing the end 
of his road,” said an advisor on business success in 1924. "De¬ 
spite his own blind faith iu the ‘practical" he is already hiring 
professionally trained engineers, chemists, accountants and 
hygienists . . . He must himself turn to professional education, 
or surrender control to those who do.” 1 Exploration of what 
suddenly necessitated highly educated technicians and pro¬ 
fessionally trained managers after thousands of years of busi¬ 
ness by practical men inevitably leads the investigator to the 
technological changes taking place around the beginning of 
the twentieth century. Often remote from the concerns of 
business as such, developments in science and technology ap¬ 
pear nevertheless to be fundamental to economic and business 
change. Not only do these innovating forces bring about new 
means of production and transportation, but the demand for 
capital and new ways of living and working that arise from 
the new machines alter the behavior of the economy and the 
attitudes of businessmen. 

Before 1880 American life was relatively unaffected by elec¬ 
tricity, gasoline, or fuel oil, and not at all affected by airplanes 
or automobiles. Late-nineteenth-century economy was charac¬ 
terized by the coal-burning steam engine for power, the 
steam locomotive for overland transportation, and heavy 
crude-iron and steel machinery for manufacturing. Compared 
to that of the twentieth century, it was a simple technology 
and the machines were inexpensive. The uneducated mechanic 
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or executive could comprehend the most complex devices and 
invent new ones in the course of repairing the old. The capital¬ 
ist of moderate means could equip a factory. Lewis Mumford, 
has called this period the paleoteehnic phase of industrialism. 2 

By the end of World War I a series of basic changes had 
occurred that presaged a new stage of business and social 
organization. Cheap and powerful automobiles and trucks 
were beginning to remold transportation and living arrange¬ 
ments. Electric generators, distributing power over high-volt¬ 
age lines to millions of electric motors of all sizes, were displac¬ 
ing the steam engine. Airplanes were being mass-produced 
for war purposes, and would soon fly mail and passengers. 
For energy, gasoline and fuel oil were gaining rapidly on coal. 
Chemical and electrical processes together with light machin¬ 
ery made of alloyed metals were changing the character of 
factories. Three- and four-story plants with overhead shafts 
and belts were being replaced by lighter, cleaner one-story 
buildings where power moved through wires and materials 
flowed through pipes or rode on electrically conveyed assem¬ 
bly lines. 

Differing forms of business organization, to be sure, may 
be used to administer a given stage of technology, but ma¬ 
chinery makes certain inescapable demands. Big American cor¬ 
porations, for example, differed from Soviet trusts, yet since 
both ran the same physical type of productive units, the two 
types of organization had to have much in common. The 
large-scale complex machinery of the twentieth century could 
not have been owned or operated by the small business firms 
of 1850. A steel plant like that of Gary, Indiana, which cost 
some fifty million dollars in 1907, required a corresponding 
aggregation of capital and labor. It could not be run by a 
partnership with a few thousand dollars in capital. Much 
equipment, particularly for railroads and public utilities, was 
so expensive that from a financial standpoint only a monopoly 
of local markets could justify the investment. And in addition 
almost all of these large-scale processes showed lower costs 
per unit of product as output increased, or as the economist 
would say, they were operations of decreasing cost. Therefore, 
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the bigger the company grew the greater its advantage in the 
market. 

Up to the end of World War I, at least, advances in machinery 
tended to produce bigger plants and bigger business organiza¬ 
tions, and in many cases there were no economic alternatives, 
although shrewd financial operators pushed bigness and mo¬ 
nopoly to extremes not demanded by the technology itself. 
Nation-wide companies in which single plants frequently pro¬ 
vided employment lor a large part of the population of country 
towns or small cities were affected “with a public interest* 
no matter what their product. Hence government regulation 
and the “welfare state” had roots in the changes brought about 
by late nineteenth- and early twentieth-century technology. 

Bigness and the managerial system together were the fun¬ 
damental business development of the twentieth century and 
had their basis in technological change. The system of profes¬ 
sional management grew up with the railroads and public 
utilities and moved into manufacturing late in the nineteenth 
century when the increasing cost of mechanized equipment 
l>egan to require public sale of securities. The ultimate spread 
of the system to finance, trade, and service may be seen as a 
consequence of the demands made upon these sectors by 
large-scale industry and transportation. 

TECHNOLOGY, SPECIALIZATION, AND GROUP EFFORT 

Save in the history of a few individual companies there has 
been little detailed analysis of the interaction of technological 
and business change, and here we can only suggest a few of 
the more obvious relationships. The process as a whole was 
one of increasing the complexity of all administrative prob¬ 
lems. The evolving technology in the plant and more com¬ 
plex business controls in the office not only required care and 
guidance by highly educated specialists, but also group efforts 
at solving dilemmas that involved many factors. “In the future/" 
wrote Frederick W. Taylor, the pioneer efficiency expert, “it 
will be appreciated that our leaders must be trained right as 
well as bom right, and that no great man can [with the old 
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system of personal management] hope to compete with a num¬ 
ber of ordinary men who have been properly organized so as 
efficiently to cooperate/’ 8 

Factories were best staffed by college-trained men, or those 
who knew when and where to turn for expert advice. Math¬ 
ematical problems in heat, qualities of metals, and utilization 
of fuel went well beyond the comprehension of the man not 
specially educated in these matters. The increasing use of 
electrochemical processes also helped to push the frontiers 
of progress beyond the horizon of “practical” administrator 
or mechanic. Commercially significant new inventions were 
likely to require costly application of basic scientific knowl¬ 
edge by group effort to machinery that had already become 
complicated. 

Thus the source of invention and technological innovation 
moved from the workbench to the laboratory. And research 
laboratories in general were only to be found in universities, 
endowed foundations, large business companies, or govern¬ 
ment agencies. In big companies the pursuit of novelty was 
normally a group effort, directed by businesslike administrators 
of research. One leading chemical company came to employ 
5,000 people in research activity. Thus important technological 
advance was not only institutionalized in the business system, 
but, to a degree, socialized through the research of countless 
scientists working for nonprofit organizations. 

Although management-administered invention has been the 
subject of some study, it has been difficult to determine its 
effects. An initial problem arises in determining at what point 
an improvement in process becomes a new “invention.” One 
authority has insisted that “the meaning of the conventional 
phrase mechanical invention must be broad enough to in¬ 
clude pure science and fine art, both of which interact con¬ 
tinuously with mechanical invention in the narrower sense 
...” 4 Another imponderable in any effort at measurement 
is the relation of numbers of inventions to their importance. 
It seems probable that managerially directed invention leads 
to less patenting or immediate utilization of minor changes, 
but perhaps more relentless pursuit of major objectives. Re- 
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gardless of the methods by which invention took place, many 
scholars believe that the rate of technological progress was 
accelerating. 5 


TECHNOLOGY AND MASS PRODUCTION 

While some technological changes demanded new special¬ 
ists, others led to new business organization to take care of 
higher levels of production and sales. Greater productivity 
frequently came from improvements in quality of materials or 
processes rather than increases in size of machines. Harder 
metals, for example, were intimately connected with increas¬ 
ing mass production. Harder tool steels, such as that developed 
by Taylor, Gantt, and White in 1900, added speed and preci¬ 
sion to cutting machinery and allowed more processes to be 
mechanized. New steel played a key part in the great Ford 
growth. When Henry Ford saw some French vanadium steel 
in 1903, he is said to have exclaimed: "That is the kind of 
material we ought to have in our cars” 6 His executives, al¬ 
ready familiar with the new alloy from reading British jour¬ 
nals, used it with great effect in the famous Model T. The un¬ 
precedented sales of the Model T, in turn, led to new levels in 
factory size and efficiency of plant management. 

Improvement in steel was continuous in the early decades 
of the century. Special heat treatment of older steels, such as 
manganese-carbon, produced better results for many purposes 
than vanadium or other alloys. Better furnace control of car¬ 
bon and other elements made for a wider variety of steels with 
different qualities, and this change, in turn, led to far more 
complex relations between steel companies and their cus¬ 
tomers. As late as 1927 the introduction of carbide alloys made 
possible still harder cutting steel, an innovation that again in¬ 
creased precision and led to more substitution of machines for 
hand processes. The change represented a step forward on 
the long road to automation, that is, to factories with many 
managers and a few workers. 

Machine-made, interchangeable parts were also an impor¬ 
tant factor in building big enterprises. In the early twentieth 
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century the Cadillac automobile company gave a dramatic 
illustration of the increasing exactness of the machine process. 
The mixed parts for three cars were shipped to London and 
satisfactory automobiles were assembled in the presence of 
officials of the Royal Automobile Association. Up to the end 
of World War I, however, hand-finishing remained superior 
to machines. An automobile engine carefully fitted by expert 
machinists could develop as much as twice the horsepower 
of the same size machine-made product. But in the twenties 
better cutting and boring tools, adjusted by the new Johansen 
measuring blocks, allowed shafts and cylinders to be machined 
to tolerances (variations in measurement) that nearly equalled 
those achieved by hand-finishing. Well-fitted parts meant not 
only less waste of power from leakage or friction, but also 
more readily interchangeable parts. 

Interchangeability of parts was one of the elements em¬ 
phasizing the necessarily collective or cooperative character of 
mass production. In most lines interchangeability was of 
limited value to consumers until all manufacturers of the 
particular product joined in standardizing sizes. Reaping the 
harvest, therefore, was a business rather than a technological 
problem, and because exclusive parts favored the strong com¬ 
petitive position of some big firms, progress was slow. Led by 
its president, Harold E. Coffin, the Society of Automotive En¬ 
gineers in 1910 started a campaign for intercompany technical 
standards. Coffin held that lack of standards was “responsible 
for nine-tenths of the production troubles and most of the 
needless expense entailed in the manufacture of motor cars/* 7 
For the supply companies standardization carried with it the 
possibility of reducing the number of styles and sizes. At first 
the big automobile companies were indifferent to Coffins sug¬ 
gestion, but by 1925 they were participating actively, and by 
1930 the battle for standardization in the industry was sub¬ 
stantially won. 

Meanwhile, Secretary of Commerce Herbert Hoover (1921- 
1928) had pushed the movement in other fields. Two hundred 
and ten different shapes of bottles were reduced to twenty; 
sixty-six shapes of bricks were reduced to seven; nuts, bolts, 
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gears, and countless other common parts were similarity re¬ 
duced from scores of sizes to only a few. Fewer sizes meant 
not only easier repairs and replacements, but also higher levels 
of mass production in each remaining size. 

In 1900 many cutting tools had become completely auto¬ 
matic. This permitted one man to operate a battery of lathes 
or drills. In some cases 150 multiple tools could perform the 
same operation simultaneously under the guidance of one 
mechanic. The new equipment challenged managers to give 
thought to the reorganization of production. Frederick W. 
Taylor, at one time a manager, preached the value of studying 
the exact character of the repetitive motions made by an op¬ 
erator, just as a golf swing or a swimming stroke might be 
analyzed with a view to gaining the maximum speed and 
efficiency of movement. Iji promoting his theories at the turn 
of the century, he became a pioneer management consultant. 

Before the introduction of fully automatic machinery, manu¬ 
facturers had already discovered the advantages of a con¬ 
tinuous process. In the case of operations carried on at high 
temperature, such as steelmaking, the benefit was obvious. 
But even where neither speed nor heat were essential, a min¬ 
ute division of labor and a rhythm in movement was found 
valuable. The big meat-packers in the 1880's had hung car¬ 
casses on trolleys and moved them along a “desembly” line 
where each worker detached a certain section. Electric power 
allowed further extension of these efficiencies in time and mo¬ 
tion. In the first decade of the twentieth century, brewers in¬ 
troduced electrically run conveyors for the “assembling” of 
a bottle of beer. Bottles were washed, filled, capped, pasteur¬ 
ized, labeled, and boxed in a continuous process with each 
worker performing a single operation or merely supervising 
an automatic machine. When these principles were introduced 
into the automobile industry by the Ford Company in 1913 
and 1914, the savings in man-hours were so enormous, up to 
seven to o?ie, that in popular imagination the mechanized as¬ 
sembly line, a managerial innovation, came to be practically 
synonymous with American mass production. 
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TECHNOLOGY AND BUSINESS CENTERS 

As an outgrowth of scientific advances and mass production 
there came new building materials and forms of transporta¬ 
tion that significantly altered the inviromnent of business exe¬ 
cutives. It became physically possible to concentrate the head 
offices of the business of a nation or region into a few center- 
city areas. The thousands of workers who must come to the 
offices daily could now be brought by rapid transit from dis¬ 
tant suburbs. 

Although stone structures 150 feet high had been built since 
ancient times, the walls had to be so thick at the base that such 
buildings were not economical for apartments or offices. In 
the 1880 s steel framework solved the masonry problem and 
left elevators as the chief uneconomic consumers of space. 
Furthermore, steel removed any foreseeable limit to height. 
By 1900 the downtown sections of major American cities were 
being rebuilt with fifteen- to twenty-five-story office buildings. 
Though Chicago had been the pioneer, New York was the 
center of early twentieth-century skyscraper construction. 
Fantastic things happened on Manhattan Island. In 1899 the 
nine-story Pabst Hotel was completed in the triangle between 
Broadway and Seventh Avenue at Times Square. Three years 
later it was torn down to make way for the new subway. 8 The 
Singer Sewing Machine Building, finished in 1906 as the first 
of the great towers, was 612 feet high, but it was surpassed 
time and again within the next few years until the race for 
height was won in 1931 by the 1,248-foot Empire State Build¬ 
ing- 9 

The skyscrapers chief value was not in economy of con¬ 
struction, or even in most cases in more intensive utilization 
of valuable land; it was primarily a matter of advertising. It was 
thus a combined product of technology and the new ideas of 
businessmen. The building not only advertised the name of 
the owning company, but also gave prestige to firms renting 
space in it. Economically the situation was ironic; by 1900 
the telephone and electric rapid-transit system made possible 
a decentralization of city business life, but instead the sky- 
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scraper produced greater mid-city concentration, and rapid 
transit .was used to get thousands of employees to and from 
these fabulously expensive central locations. 

Businessmen had barely adjusted their operations to rapid 
transit when the automobile began to change again the urban 
map. The overbuilding of the business centers, flanked by ex¬ 
pensive hotels and apartment houses, still continued, but the 
automobile required new bridges, tunnels, and streets and led 
to the construction of thousands of suburban homes. Ulti¬ 
mately the automobile would produce decentralization of fac¬ 
tories and branch offices, but up to 1930 that was still more 
a portent than a reality. 

THE BUSINESS CYCLE 

Over and above the immediate effect of technological 
change on business methods and arrangements was its influ¬ 
ence on the behavior of the system as a whole. Capital in¬ 
vestment, productivity, and obsolescence depended upon the 
rate and character of technological change. The ups and 
downs of the business cycle, whether the nation enjoyed pros¬ 
perity or suffered depression, in turn, hinged upon these same 
factors. 

To follow this line of causation one step farther, the justi¬ 
fication of the business system to the public rested on its 
ability to bring about an increasingly high standard of living, 
and this capacity depended on managerial discovery and use 
of improved technology. When, for example, in the thirties 
business failed to invest in new equipment at a sufficient rate, 
the federal government moved in on the business system 
Therefore, the effect of technology on capital investment and 
the business cycle must be seen as fundamental to business 
change: as, in fact, a basic factor in the survival of a private 
rather than a state enterprise system. 

Wesley Mitchell, the great American student of the business 
cycle, declared that since cumulative changes in economic or¬ 
ganization continue to occur, each generation “will see reason 
to recast the theory of business cycles which they learned in 
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their youth/’ 10 For this reason it is impossible in a small book, 
and probably fruitless in addition, to survey the varied parade 
of theories of the business cycle. But, thanks largely to the 
work of Arthur F. Bums and Wesley Mitchell, what actually 
happened in the way of business cycles in the twentieth cen¬ 
tury can be discussed with some accuracy. 

In general, during the early part of the century, swings in 
the dollar volume of business, the usual measure of cyclical 
activity, lasted less than two years in a given direction. The 
social historian, however, notes a boom or depression only 
when one of these swings was unusually strong and ended in 
a strong reaction in the opposite direction. From a perspec¬ 
tive that reveals only the high peaks or deep valleys of business 
activity there were general good times from 1897 to 1907, al¬ 
though many minor fluctuations occurred in between. Fol¬ 
lowing the break in the strong upswing from 1903 to 1906 
there was a relatively short depression in late 1907 and during 
most of 190S. From then on minor movements again character¬ 
ized the cycle until a major recession that started early in 
1913 was accentuated by the outbreak of war in Europe and 
reached a low ebb at the end of 1914. The boom touched oif 
by Allied war orders and sustained by spending for war and 
reconstruction broke in the middle of 1920. The resulting de¬ 
pression was unprecedented in the sudden decline in volume 
of business, but was over by late 1922. From then on business 
volume went up and down about as usual, until the great finan¬ 
cial boom of 1928 and 1929, 

The effect of phases of tire cycle on business opinion and 
on public opinion of business were obvious in the major 
swings. The shifts from extreme optimism to equal pessimism 
affected politics, family life, and even the arts. The fact that 
the two minor recessions between 1922 and 1929 were mild 
and brief colors the whole retrospective view of the 1920s and 
links the historical events of these years with attitudes of 
satisfaction and confidence. 

A closer analysis would no doubt show that even the mild 
swings of the cycle influenced opinion both in and of business. 
The Progressive movement, for example, reached its height 
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during the years 1908 to 1914 when for the nonagricultural 
sectors of the economy recession or depression was more the 
rule than prosperity. But the correlation cannot be pushed too 
far. Mild changes in business volume were often obscured by 
other public issues, 

TECHNOLOGY AND LONG-RUN CHANGE 

Technological change underlies the business cycle insofar 
as it creates short-run periods of more or less rapid investment, 
but in the long run the cumulative rate of technological prog¬ 
ress is registered in increases in the standard of living, popu¬ 
larly referred to as economic growth. It must be remembered, 
however, that these interactions are not automatic, the rate of 
investment depends in a large part on the attitudes of business¬ 
men, and the results go far to shape the place of business in the 
society. It is necessary, therefore, to see changing rates of 
economic growth as a background for and partial explanation 
of what happens to business. 

In a diverse society w ith wide differences in income, occu¬ 
pation, ways of life, and material desires, it is difficult to find 
uniform, realistic ways of measuring economic advance or 
stagnation. The briefest discussion of the subject becomes 
cluttered with special terms and clouded by ambiguous figures. 
Single measures of growth show only certain aspects and are 
obviously more accurate for tangible factors like gross national 
product or money income than for such intangibles as pro¬ 
ductive leisure, advance of scientific potentiality, or reserve 
abilities of the labor force. In measuring even the physical 
elements, problems arise from the uneven character of busi¬ 
ness activity. No two decades or half-decades are alike in re¬ 
lation to phases of the business cy cle, yet any effort to intro¬ 
duce long-term moving averages obscures the immediate 
background that conditions business. 

For example, suppose that real per capita income, the near¬ 
est equivalent to the sacred standard of living, is selected 
as a measure of progress. This term means the "national in¬ 
come,” a widely accepted arbitrary calculation that reflects the 
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total national production in money terms, divided by the 
population and adjusted for changes in price. If one takes 
averages for the ten-year periods 1899-1908, 1909-1918, and 
1919-1928 the respective income figures are $458, $517, and 
$612. The standard of living appears to have advanced at an 
accelerating pace. If, however, one takes 1894-1903, 1909- 
1918, and 1924-1933, the figures are $401, $517, and $607. n 
Now the rate of growth appears to be slowing down. The dif¬ 
ference comes from including parts of two major depressions 
in the tenninal decades of the second series, and not in that of 
the first. But, whatever series are used, or whatever spans of 
years are selected for base periods, real per capita income ad¬ 
vanced from 1900 to 1929 at a rate not alarmingly different 
from the satisfactory progress of the late nineteenth century. 

Other effects of technological change on the structure of 
the business system and its place in society can be seen in 
the altered output and employment of various sectors of the 
economy such as manufacturing, agriculture, trade, and serv¬ 
ice. In the United States of 1800 over 90 per cent of the 
workers were in agriculture. The entire area of "business” was 
limited to 4 or 5 per cent of the population. As industrialism 
grew in the nineteenth century the number of workers in 
manufacturing rapidly increased until by 1900 some older 
industrial areas, such as Massachusetts, had nearly half of 
the working population employed in factories. But as each 
worker in manufacturing came to produce almose twice as 
much in physical goods between 1900 and 1929 the increase 
in this kind of employment leveled off. 12 From 1900 to 1914 
the portion of the total American labor force engaged in 
manufacturing rose only from 21 to 22 per cent, and from 
1919 to 1929 it declined very slightly. That about one-fifth to 
one-fourth of the labor force in manufacturing represents some 
plateau of maturity is indicated by the lack of radical change 
in the peacetime figures of 1929 and 1949. 13 

Meanwhile, the percentage of the working population en¬ 
gaged in agriculture continued to decline, as it had throughout 
the nineteenth century, and those myriad business activities 
classified as trade, finance, or service continued to increase. 
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In 1900 one American worker in three was engaged in farm¬ 
ing; by 1929 the ratio was one in five. Trade, service, and 
finance occupied one worker out of four in 1900 and better 
than one out of three in 1929. To summarize, the three major 
types of activity stood in the relation of manufacturing, 3; 
agriculture, 5; and trade, finance, and service 3 in 1900; and 
respectively 3, 3, 4, in 1929. 

Viewed abstractly these changes may seem slight, but when 
made manifest in the rise of filling stations, roadside restau¬ 
rants, beauty parlors, department stores, brokerage and in¬ 
surance offices — along with the reversion of unprofitable 
eastern farm land to forest — they symbolized a new American 
society, and an economy more dependent on luxury trades and 
less geared to crops and the weather. 

In the long run the increasing standard of living is related 
to the investment of savings in productive equipment. Some of 
the investment may be unwise and the equipment useless, but 
in general additional equipment provides additional goods. 
Therefore, high rates of investment go with rapid growth, and 
a decline in the rate of investment results in a slackening of 
the rate of growth. 

The efforts of individuals to save rhoney, and of business¬ 
men to invest it, are not always in balance. Personal saving 
depends largely on size of income and social habits, whereas 
investment depends upon the immediate promise of gains from 
new technology modified by business forecasts of activity in 
the near future (see p. 115). Thus, although estimates indi¬ 
cate that from 1900 to 1930 the percentage of national income 
being saved each year tended to increase, the portion in¬ 
vested in real physical equipment declined. 14 Simon Kuznets 
puts the percentage of national income going into net capital 
formation during the decade 1899-1908 at 12.6, and for 1919- 
1928 at 10.2. in 

Failure to develop or use sufficient new physical equipment 
was directly responsible for the decline by one-fifth in the rate 
of net capital formation between the first and third decades 
of the new century, but an influence in this failure was an 
equal fall in the rate of increase in population. Up to 1910 the 
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population of the continental United States had always grown 
more than 20 per cent each decade, and much of the new 
capital investment had represented the buildings and equip¬ 
ment needed for new families. The rate of population in¬ 
crease in the first decade of the twentieth century was 21 per 
cent, but for the second decade it was 15 per cent, and for 
the third 16 per cent. Had European immigration not been 
checked by war from 1914 to 1918, and by restrictive legis¬ 
lation from 1921 on, the decline in the rate might have been 
both less severe and more uniform. For example, from 1900 
to 1914 immigrants entered the country at the rate of 890,000 
a year, whereas from 1920 to 1929 the average rate was only 
430,000. 

Yet the change in the number of immigrants was not tre¬ 
mendous when seen against a background of total population. 
An average year of the first decade of the century produced 
a total increase of 1,600,000 in population, while an average 
year of the 1920’s produced a 1,700,000 gain. The gradual de¬ 
cline in the rate of population increase does not seem sufficient, 
on the basis of present theories, to account for the sharp drop 
in real income that was to come in the 1930’s. We must have a 
certain sympathy for the man of 1929 who saw no factors other 
than stock prices that seemed seriously out of adjustment. 

The decrease in the part of the national income going into 
real capital formation in the 1920’s, coupled with a rising rate 
of saving, was one reason for a money market which made it 
increasingly easy to sell securities. The easy money market 
led to real-estate and mortgage booms featured by skyscraper 
office buildings and hotels, to monstrous corporate holding 
companies tying together diverse business empires, and to 
extravagant hopes of the speedy elimination of poverty from 
the United States. On the surface there was no evidence of the 
lack of sufficiently great technological demand for new cap¬ 
ital. The businessman was momentarily a hero, at the very 
time when he was failing to find proper uses for the people s 
savings. But in the end the declining trend of real capital 
formation toppled him from his pedestal and made him the 
public villain. 
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From the basic relations already discussed it would be pos¬ 
sible to deduce the general characteristics of business in the 
first three decades of the twentieth century. But such an ex¬ 
planation would have to be highly generalized, and in the 
generalizations American business would scarcely seem differ¬ 
ent from British or German. To see business in American life 
it is necessary to examine some of the particular conditioning 
forces in the local environment such as the industrial pat¬ 
tern, political pressures, and entrepreneurial altitudes. 
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W'echnological change brought developments in in¬ 
dustry and transportation that altered the environment of 
business. In order to understand the response of business to 
these physical changes, it is necessary to know some of their 
history. The position and attitudes of railroad management by 
1930, for example, must be seen in relation to the rise of the 
automobile, the experience of World War I, and continuing 
government regulation. Similarly the growth of corporate bu¬ 
reaucracy, relocation and dispersal of business activity, and 
new problems in public relations were direct results of changes 
in the electrical and automobile industries. To read of business 
change divorced from technological or industrial history is like 
enjoying scenery without knowing your geographical location. 

TRENDS IN CAPITAL FORMATION 

As indicated in the last chapter, the cycle of capital invest¬ 
ment-industrial expansion-more prosperity was vitally im¬ 
portant to the position of business in the culture. In contrast 
to most of the nineteenth century when capital-consuming 
projects took a consistently high percentage of the national 
income, the falling rate of capital formation after 1900 stood 
as a continual threat to prosperity. Except in a few years of 
inflationary pressure, such as those from 1916 to 1920, twenti¬ 
eth-century industries consuming large amounts of capital 

28 



PATTERNS OF CAPITAL AND INDUSTRY 


29 


were major stabilizing elements in the economic life of the 
nation. 

While it had always been the spirit of capitalism to make a 
major virtue of investment, the emphasis appears to have been 
accentuated during these years of increasing government regu¬ 
lation, higher taxes, and a declining rate of expansion. Seeing 
the New York stock exchanges as the central mechanism in the 
process of capital formation, broker Henry Clews wrote in 
1900: “In the course of evolution and a higher civilization we 
might be able to get along comfortably without Congress, but 
without Wall Street never." 1 Believing that high taxes were 
hindering capital formation in the 1920s, Secretary of the 
Treasury Andrew Mellon warned: “If the sources of capital 
investment are dried up, the flow of all income may eventually 
cease. 3 

In spite of Henry Adams belief that his generation was 
“mortgaged to the railroads," the chief capital-consuming ac¬ 
tivity of Americans for three hundred years had been the con¬ 
struction of buildings: homes, bams, sheds, stores, schools, 
meeting houses, mills, and factories. The construction business 
directly employed two and a half million workers in 1920, 
more than any other manufacturing activity except iron and 
steel, and indirectly employed a million more in factory pro¬ 
duction and transportation of building materials. For the half¬ 
decade 1925-1929 the cost of new construction averaged nearly 
eleven billion dollars a year. 3 A part of these totals duplicate 
sums counted in the capital expansion of other industries, but 
even so, the money going into homes was larger than the new 
capital invested in any general type of transportation or in¬ 
dustry. Up to 1915 railroads remained the next largest con¬ 
sumers of capital, followed by the electrical industry and iron 
and steel. Of these, only electrical products and installations 
represented a change from the nineteenth-century pattern. 

Aside from the development of chemicals, World War I did 
not do much in itself to change the pattern of American in¬ 
dustry, but it marked a stage in the growth of electricity. Fol¬ 
lowing the war the electric-utility industry — including light, 
power, telephone, and telegraph — became, next to building 
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construction , the largest user of new capital The railroads , in 
spite of a relative decline, continued in third place up to 1930, 
with capital expenditures of over eight hundred million a year. 
In fourth place there was a newcomer portentous of the in¬ 
creasing role of government in the economy: state expenditures, 
including federal subsidies, for public highways. And tikis 
capital outlay, exceeding a billion dollars in 1930, was growing 
tire most rapidly. Meanwhile iron and steel, in fifth place, con¬ 
tinued as the principal capital consumer among the purely 
manufacturing categories. 

Though construction was die most important activity in the 
consumption of capital, little need be said of it from the stand¬ 
point of business development. Everything in the situation 
seemed to work against change. Clients were cautious and 
disinclined to be the guinea pigs for experiments. The construc¬ 
tion industry was made up of thousands of small concerns 
whose traditional practices and specialties were written into 
municipal building codes. Subcontracting of the various parts 
of die work was the rule among small contractors, who often 
played the role of brokers rather than builders. Only in major 
cities were there big construction companies staffed by en¬ 
gineers alert to new teclinological development. 

For these reasons there had been little alteration during die 
nineteenth century in the age-old technology of building. The 
steam shovel was invented in 1839, steam hoists and winches 
were used on steamships from the earliest days, but steam only 
came to the construction industry in the 1880s and 1890s. A 
cause of die change was the need for power machinery in 
handling structural steel. Steel-frame skyscrapers, and large 
steel bridges also brought power drills and riveters. But the 
later operations of building, laying die masonry and floors, 
placing the windows, plastering, and painting continued to be 
done by hand. 

THE WEB OF ELECTRICAL EQUIPMENT 

The impact of electricity on public utilities, including rail¬ 
roads, created between 1900 and 1930 a demand for new 
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capital investment second only to that of housing. The tele¬ 
phone spread rapidly, particularly after the expiration of Bells 
basic patents in 1894, and by 1930 this form of communication, 
nationally organized by the American Telephone & Telegraph 
Company, had a capital investment of over four billion dollars. 

Still more had been put into street and suburban electric rail¬ 
ways. Frank J. Sprague had opened the way for this invest¬ 
ment when he demonstrated the success of the overhead power 
wire and trolley in Richmond, Virginia, in 1887. Trolleys 
reached their height at the time of World War I when 1280 
companies operated 40,000 miles of track capitalized at $5,000,- 
000,000. With sufficient patience one could travel from New 
York to Boston by trolley. The downtown sections of cities 
were a maze of trolley lines. 

In addition to the spread of rapid transit, the steam rail¬ 
roads spent hundreds of millions of dollars on the electrifica¬ 
tion of entrances to major cities, and of a few long-distance 
lines. 

During these thirty years an investment as big as that of the 
nineteenth century in railroads was made in urban power and 
light stations. Generally built by local interests, but often con¬ 
trolled by big holding companies, these stations by 1930 had 
a value of some ten billion dollars. In the nineties progressive 
entrepreneurs were introducing electrical equipment into in¬ 
dustry, in 1895 dynamos were built for a great hydroelectric 
station at Niagara Falls, and by 1905 it could be said that 
practically all factories and shops in the United States of any 
size, constructed in the new century, used an electric drive 
either exclusively or for most purposes. 

Reshaping industrial processes by the dynamo led to new 
business problems and opportunities. Unlike steam power, 
which was efficiently produced only by big engines close by 
their furnaces and boilers, electric power was almost infinitely 
divisible and could travel hundreds of miles. The current from 
remote central generators could run small electric motors 
hitched to each individual tool or machine. Factories no longer 
needed to be mazes of shafts and driving belts. 

Cheap electric power and cheap labor led northern compa- 
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nies to build textile mills in the South. In contrast to the three 
or four stories most economical for steam power, one-story 
buildings, located in country towns, could be operated by elec¬ 
tricity with women and girls hired from the surrounding area. 
Since the head office of the textile firms usually remained in 
the North, management had to learn how to operate plants, 
with untrained labor, a thousand miles away. 

Compared to the sums invested in connection with electrical 
installations, the capital in electrical manufacturing and the 
annual value of the product were small before World War I. 4 
The new equipment was developed chiefly by two firms: 
General Electric, formed by a merger of the Edison and the 
Thomson-Houston Electric companies in 1892; and the older 
Westinghouse Electric Company. These concerns signed an 
agreement in 1897 to share their patents, and succeeded there¬ 
after in preventing the rise of general competitors in the field 
of lighting and heavy equipment. 

THE OLDER FORMS OF TRANSPORTATION 

The massive mechanical achievement of nineteenth-century 
Americans had been in railroad transportation. By 1900 trav¬ 
elers and goods went by rail. Trunk and branch lines criss¬ 
crossed the entire country. Except in the mountain West most 
farmers were no more than ten miles from a station. Only a 
few worn descendants of the proud river steamers of an earlier 
day still ran, and only a few slow-moving, bulky products were 
transported by river or canal barge. 

This railroad supremacy in long-haul transportation was first 
menaced in 1914, not by the motor truck, which before the gen¬ 
eral use of pneumatic tires about 1920 was not a serious com¬ 
petitor, but by the completion of the Panama Canal. The Canal 
had been started in 1904, but epidemics of malaria and yellow 
fever and then landslides in the deep cuts delayed the work. 
In the face of its impending completion, however, three addi¬ 
tional transcontinental rail connections had been pushed 
through. By 1905 the San Pedro, Los Angeles, and Salt Lake 
City line connected the cities named in its title as parts of 
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the Union Pacific System. In 1909 the Chicago, Milwaukee, and 
St Paul completed an electrified extension from Aberdeen, 
South Dakota, to Seattle, Washington; and in 1911 the Gould 
interests finished the Western Pacific from Salt Lake City to 
San Francisco. Eventually the needs of World War II and the 
rapid growth of the West Coast justified these additional roads 
through the mountains, but the opening of the Canal in 1914 
temporarily put them in a poor competitive position. Further¬ 
more, the large quantity of ship tonnage built by the govern¬ 
ment as an emergency measure during and immediately after 
World War I reduced the price of ships to less than $10 a 
dead-weight ton and stimulated water competition. Even with 
relatively high canal tolls, slow-moving freighters could draw 
cargo from hundreds of miles inland and still undercut the 
coast-to-coast railroad rates. 

In the long run the rise in the cost of constructing ships and 
in the wages of stevedores was to minimize competition by 
water. The really dangerous competitor to the railroad be¬ 
came the truck, which during the twenties cut deeply into 
the railroad business. The combined effect of competition by 
road and water is shown by the fact that while the railroads 
in 1929 carried only 50 per cent more ton miles of freight 
than in 1913, the best year prior to the outbreak of World 
War I, the physical volume of manufacturing over the same 
period had increased 80 per cent. 

In miles of track the year 1930 marked the peak of railroad 
growth. Railroad routes, mostly single-track, had lengthened 
by a third from 1900 to 1915 and then remained fairly con¬ 
stant at about 260,000 miles from 1916 to 1932. Up to 1930 
additional sidings, and double and quadruple tracks had been 
put down every year. This total grew by 25 per cent between 
1900 and World War I, and then about 10 per cent more by 
1930. 

Automobiles, robbing branch lines of their passengers, 
started a descending spiral; fewer passengers meant fewer 
trains; and fewer trains led erstwhile passengers to go by 
car instead. At the same time trucks were gradually stealing 
the freight business. Each year the roads petitioned state and 
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federal commissions to allow the abandonment of certain 
branch-line services. With the coming of depression new con¬ 
struction no longer compensated for abandonment. The year 
ending June 31, 1931, was the first one in American history 
in which there was a decrease in miles of railroad track. 

In meeting the challenge of growing competition, the rail¬ 
road companies were in a different position from other Ameri¬ 
can business. Through the Ilepburn Act of 1906 the Inter¬ 
state Commerce Commission had been given effective power 
to regulate rates and to prevent railroads from entering into 
other types of activity. Subsequent acts of 1910 and 1913 ex¬ 
tended the powers of the Commission to cover railroad finance, 
accounting, and changes in rates. During these years the In¬ 
terstate Commerce Commission viewed its function more as 
that of a policeman curbing bad actions by the roads than 
as an authority planning for their ultimate welfare. From 
January 1918 to March 1920, the needs of war forced the 
government to run the railroads under a series of lease agree¬ 
ments. Whether or not the roads received what they deserved 
under these contracts, they at least failed to make the large 
wartime profits that accrued to many other businesses. The 
roads faced their first decade of keen competition from other 
carriers with no large accumulated surplus to finance im¬ 
provements. 

One of the least expensive ways of improving railroad ef¬ 
ficiency was consolidation of competing or connecting linos. 
This could prevent much duplication of service and equip¬ 
ment. The Transportation Act of 1920, which codified the 
existing regulations and made certain new additions, author¬ 
ized the Interstate Commerce Commission to work out plans 
for consolidation. Any railroad-initiated consolidations had to 
be approved by the Commission. Tins produced a virtual im¬ 
passe. The Commission's plans were for the stronger roads to 
consolidate with the weaker ones to form evenly balanced 
systems. The private plans were for the consolidation of the 
stronger roads only, with the weaker ones left out in the cold. 
As a result few important consolidations took place. 

Other lines of approach to lower costs were through the in- 
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stallation of labor-saving equipment and more efficient opera¬ 
tion. But efforts at greater efficiency were often met by op¬ 
position from the Brotherhood Unions, some of whose mem¬ 
bers would be deprived of jobs or forced to work harder. 
Perhaps a more vigorous and imaginative group of managers 
would have found ways to make sweeping changes in spite 
of these obstacles, possibly a generation of strict government 
and banker control (see p. 80) had sapped the initiative 
of railroad executives, but in any case, change took the form 
of gradual improvement in existing types of equipment and 
ways of doing things. 

Nevertheless, the sum of these minor advances was far from 
negligible. Secretary of Commerce Herbert Hoover said in his 
Annual Report for 1927 that the improvement in railroad serv¬ 
ice was “probably the most outstanding industrial accomplish¬ 
ment since the war.” R Steam-engines became more efficient, 
longer trains (both freight and passenger) became the rule, 
and the hauling of empty ears was greatly reduced. In 1929, 
20 per cent fewer employees produced about the same opera¬ 
ting revenue at about the same freight and passenger rates as 
in 1920. 


THE AUTOMOTIVE REVOLUTION: FIRST PHASE 

The improvement in railroad efficiency seemed sufficient in 
the years of prosperity and might have continued so against 
less rapidly evolving competitors than the young automobile 
companies. While the railroad by World War I had reached 
the stage of maturity where change would probably be slow 
in any case, the automobile was in its youth, and the truck and 
bus in their infancy. 

The automobile business, from the standpoint of plant and 
equipment, including highways, materials of production, and 
the effect of its needs and products on other businesses was part 
of an emerging twentieth-century industrial complex. Into this 
new group, whose ownership and products interlocked in 
such companies as Du Pont and General Motors, may be 
placed automotive and airplane parts, light electrical ma- 
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chinery including household equipment, synthetic chemicals, 
and older products that came to be chiefly associated with the 
automobile such as glass, rubber, and special types of metals* 
Although the obvious emphasis in this group was on durable 
and semidurable goods used directly by consumers, these com¬ 
panies also developed new materials, machines, and processes 
that entered into other types of manufacturing. The develop¬ 
ment of quick-drying lacquers for use on automobiles, for ex¬ 
ample, radically altered the production and use of paint and 
varnish. 

The automobile had its origins in France and Germany. 
Comparison of the French Panhard-Levassor of 1895 with the 
attempts of American mechanics to build horseless carriages 
in this same year reveals a striking example of poor technical 
and business communication across national boundaries. The 
few men who read technical journals in French and German 
were not interested in this apparently useless toy of wealthy 
playbo \ and the practical American mechanics who experi¬ 
mented with automobiles did not read foreign-language maga¬ 
zines. Some other factors, however, help to explain the primi¬ 
tive character of the American designs. 

Many of the early American automotive entrepreneurs were 
men familiar with the large bicycle companies that flourished 
in the eighties and nineties. American rural roads were of dirt 
or gravel that would not support a long, heavy vehicle in bad 
weather. Both manufacturers and potential customers thought 
in terms of bicycle and carriage design. Consequently, the 
Haynes, Duryeas, Appersons, and Popes of the middle nineties 
designed buggies with bicycle-type wheels that would have 
a high clearance and be light enough to be pushed out of 
trouble. Such a car did not need the four-cylinder motor, three- 
speed transmission, and heavy steel frame of the French cars. 
A single cylinder under the high seat of a wooden buggy 
seemed enough to provide all the speed that the roads would 
permit. 

Commercial manufacture of such “horseless carriages" 
started in 1894, and in 1899, the first year of large production, 
some 4,000 cars were manufactured by fifty-seven supply and 
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assembly shops. The number of firms involved illustrates a 
characteristic of automobile production that lasted for several 
decades: the company that ultimately placed its trademark on 
the car was only the final assembler of parts made by a number 
of specialists. Rubber companies supplied tires, bicycle-makers 
wheels and other parts, wagon builders the bodies, and some 
of the numerous American machine shops began to specialize 
in motors. Since most of these firms, well established in their 
other lines of business, would supply the parts on credit, the 
automobile assembler needed only a large empty building, 
some simple tools and machines, and a few workers. Entry 
into the business required little capital. Ford, for example, 
started in 1903 with paid-in funds of only $28,500. 

On the production side the automobile used suppliers that 
were already highly developed; on the consumption side no 
other nation presented a potential demand equal to that of the 
United States. The size of the country and its scattered popula¬ 
tion had always made better transportation a major interest. 
Doctors, lawyers, salesmen, executives, policemen, firemen, 
and farmers all needed to get around faster. Good profits for 
both businessmen and farmers in the years after 1896, as well 
as generally high middle-class salary levels, gave millions of 
Americans the ability to speed up their lives with this new 
thousand-dollar utility. 

Although manufacture started on a small scale in both the 
East and the Middle West, within a decade there was the 
beginning of concentration in southeastern Michigan. Here 
there were the necessary subsidiary industries, a good labor 
supply, transportation, and perhaps most important of all, 
bankers willing to extend credit. The earliest companies to 
win a nation-wide market, such as Oldsmobile, Cadillac, and 
Packard, were located there. 

In the beginning it was not certain that the gasoline auto¬ 
mobile would become the standard type. A number of makers 
of steam engines put out steamers that had advantages in 
speed, flexibility, and ease of driving. But they were heavier 
than gasoline cars with equal horsepower, could not be started 
until steam was raised in the boiler, and if carelessly handled 
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could explode. The electric car, powered by a storage battery, 
was easier to operate, but heavier in relation to its power and 
slower moving than its rivals. The latter handicap was grad¬ 
ually reduced, but the need for recharging the battery about 
as often as a gas tank would have had to be filled was ulti¬ 
mately fatal to the popularity of the electric. 

The Electric Motor Vehicle Company, financed by New 
York and Philadelphia traction magnates, was not only in a 
position to push electric cars, but also held an American 
patent on the internal combustion engine. These big operators, 
however, did not choose to invest the sums necessary to im¬ 
prove storage batteries and eliminate delays from recharging 
by establishing battery-exchange stations throughout the 
country'. Since the Electric Company's patent was a weak one, 
and it was not prepared to monopolize the field, it licensed 
gasoline-car producers on a very low royalty basis until Henry 
Ford won a court decision in 1911 that held the patent non- 
applicable to the ty pe of cars being manufactured. By World 
War I production of both steam and electric passenger cars 
had come to an end. 

With some companies producing nearly 10,000 cars a year 
in 1908, mass production, judged by then current standards, 
had been achieved. At this point William C. Durant of the 
Buick Company sought to gain a more secure position in the 
market by widespread consolidation, and Henry Ford planned 
to improve the sales of his company by concentrating on a 
simpler and better product at a relatively low price. Both plans 
mirrored the background of their proponents: Durant was an 
experienced executive and promoter from the wagon business, 
Ford an “engineer” from electrical and machinery companies. 
According to their own fashion, both plans worked. Without 
substantial Wall Street aid Durant combined seventeen com¬ 
panies into General Motors with stock of a par value of 
$12,500,000. Included were Buick, Cadillac, Oldsmobile, and 
Oakland, which had prospered in different medium-to-high 
price fields, as well as a number of parts manufacturers and 
less successful makes of cars that were soon discontinued. 
Meanwhile, Henry Ford, declining a noncash offer to sell out 
to Durant, planned his famous Model T. 
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In the beginning the Model T was no cheaper than its 
competitors, but it was built to stand rough use over country 
roads, and to be repaired by country mechanics. In 1909, the 
first year of production, it did not lead the industry in sales. 
Though the assembly process for the new car was carefully 
planned, it was not radically different from that used by other 
large companies. It was the popularity and reliability of the 
Model T over several years that raised sales to a level where 
price reductions and new plant efficiencies were possible. 

In fact, economies in production time were literally forced 
by the enormous increases in orders. By 1910 the Ford was 
the largest selling car, and in 1914 of the 560,000 cars sold in 
the United States, 250,000 were Fords. Reinvesting his profits 
in expanded production facilities, Ford was able to bring the 
price of the car below $500, and this, in turn, built further 
sales. 

The most significant changes in Ford production came in 
1913 and 1914. Instead of assembling major parts of the car at 
various “stations,” which meant bringing the unassembled 
parts to certain points and then carrying the assembled sub¬ 
sections somewhere else, the developing car was routed on a 
conveyor belt past a continuous line of parts and workers. 
These parts in turn came from subassembly lines. This ar¬ 
rangement permitted minute division of labor, careful routing 
of all parts, a controlled speed of operation, and automatic 
removal of finished products. It cut the time of assembling a 
Ford by nearly 90 per cent. The whole process rested heavily 
on electrification and precision machinery that permitted com¬ 
plete interchangeability of parts. 

Although these innovations in procedure, thought out by 
C. W. Avery and William Klarin in consultation with Ford, 
were revolutionary in their significance, they rested on the 
application of known and tested principles to a complex 
process. This new development in American mass production 
was an innovation in management, a better ordering or “ration¬ 
alization” of operations, rather than an advance in technology. 

Meanwhile other companies had grown rapidly by manu¬ 
facturing high- and medium-priced cars. The growth of large- 
scale parts makers, like Continental Motors, which could sup- 
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ply all the materials necessary for a car at wholesale prices 
reflecting the economies of mass production, permitted nearly 
a hundred small-scale assemblers like Louis Chevrolet to mar¬ 
ket under their own names. These small shops, turning out a 
few thousand cars a year, were still scattered all over the East 
and Middle West, but the larger operators were concentrated 
in Michigan, in or near Detroit. While General Motors, into 
which the Du Ponts and their Chevrolet Company came in 
1917, was selling an increasing share of the medium-priced 
cars, the day of drastic competitive pressure on the smaller 
companies had not yet arrived. 6 

Many things, however, worked continuously against the 
small company. Although it could turn out its product at a cost 
that allowed it to compete in the medium-priced range with 
the biggest companies, it was at a disadvantage in marketing. 
The larger company could support many more dealers, who 
not only sold more cars but assured convenient repair service. 
The big company could also afford larger advertising budgets. 
Even in 1912, half the cars were produced by seven companies. 
By 1923, 90 per cent originated in ten companies. By the end 
of World War I investment bankers reconciled themselves to 
the continued existence of this “luxury” business and were fi¬ 
nancing the larger companies, except Ford. The latter wanted 
no Wall Street influence in his operations, and kept virtually 
complete ownership in his own family. 

In die mid-twenties a group of production men and New 
York financiers organized a rival to Ford and General Motors. 
This last major entrant into the passenger car industry was 
built around the executive ability of Walter P. Chrysler, for¬ 
merly of General Motors. He reorganized the waning Maxwell 
Company, designed a new line of cars bearing his own name, 
and then merged with Dodge Brothers, one of the largest pro¬ 
ducers of moderately low-priced cars. From this time on, in 
good years and in bad, Chrysler, Ford, and General Motors 
continued to sell over 80 per cent of the passenger vehicles 
made in America. 

The 1920’s not only rounded out the automotive industrial 
complex, but established the car as a basic necessity. The old 
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open touring car was a fair-weather vehicle, used largely for 
pleasure and often jacked up in the winter. The closed car, 
which rapidly became the rule in the mid-twenties, represented 
the trend to year-round utilitarian operation and thus not only 
consumed enormous quantities of plate glass and cloth uphol¬ 
stery, but also required millions of gallons of alcohol or glyc¬ 
erine for winter driving. 7 

From 1918 to 1923 the automobile business had been a major 
consumer of new capital, but like the trend to closed cars, 
other changes in the business during the middle twenties 
were more closely associated with marketing than with major 
innovations requiring heavy capital investment. Sales were 
stimulated by the spread of installment buying, long used for 
goods like furniture and pianos. By 1925 nearly three billion 
dollars’ worth of new and used cars and trucks, some 60 per 
cent of the total, were sold on time. 8 Together with radios, re¬ 
frigerators, and vacuum cleaners, automobile installments 
made “finance company” a household word. The requirement 
that financed cars be insured also gave an enormous boost to 
automobile insurance. 

As the used-car market grew and old automobiles became 
more reliable, people with smaller incomes could afford to buy. 
Now the manufacturer of a new car was not only in competi¬ 
tion with other new cars in his own price range, but with 
second-hand cars of all ages and sizes. This also made it easier 
for those in the higher income groups to trade their old cars 
for new ones more frequently, and it put a premium on super¬ 
ficial changes in style. 

Style changes, cheap second-hand cars, and installment buy¬ 
ing all hurt the sales of the Ford Model T. Even though its 
price was well under that of its chief competitors in the new- 
car field, many customers preferred to buy a bigger second¬ 
hand car for the same price or, by resort to financing, to pay 
more for a fancier new car. Furthermore Henry Ford refused 
to make concessions to changes in style and taste. In 1922 his 
dealers pled with him for more glamor in the Model T. He is 
reported to have listened without interest and replied: "Well, 
gentlemen, so far as I can see the only trouble with the Ford 
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car is — that we cant make them fast enough/’ 9 Meanwhile 
his chief competitors, such as General Motors, Dodge, and 
Chrysler, increased the range of colors, upholsteries, and 
models available in their cheapest cars. When the falling 
sales of Model T finally forced Henry Ford to act, he was 
quite unprepared to bring out a new car. Production of the 
Model T was ended in 1927, and it took a year with no pro¬ 
duction to prepare for the Model A. Ford’s abandomnent of 
the Model T ended efforts by the largest manufacturers to sell 
a small cheap car. 

During the next twenty-five years 'small” cars grew larger 
and, from the mid-thirties on, more expensive. This may well 
represent a normal trend in the companies making complicated 
durable goods. Rather than reflect manufacturing economies 
in price cuts, which always threaten competitive warfare, 
lower costs are absorbed by bigger and more elaborate models. 

The motor truck and bus started reorganizing the social 
and economic life of the nation in the twenties without at¬ 
tracting much attention from the pundits of the day. Two vol¬ 
umes prepared in 1928 by the National Bureau of Economic 
Research on Recent Economic Changes do not include either 
bus or truck in the index and have no discussion of automotive 
transportation. The freight that trucks took away from the rail¬ 
roads, at this time, was chiefly for short hauls of less than car¬ 
load lots, and railroadmen regarded such business as generally 
unprofitable. Not until depression struck in the thirties were 
railroad economists seriously alarmed. 

Trucks first reached 10 per cent of passenger-car registra¬ 
tion in 1918. Between then and 1930 the number in operation 
increased nearly sixfold to a total of three and a half million. 
More than 75 per cent of these were in the service of the 
owner, and most of them were under two tons. Common and 
contract carrying in large trailer trucks was only beginning 
to be important by the end of the twenties. 

As trucks became commercially important, the leading pas¬ 
senger-car companies either bought specialized truck builders, 
as General Motors did the Yellow, or, as Ford did, started 
plants of their own. In the case of Autocar and Reo the truck 
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lines remained after the companies gave up passenger-car 
production. 

Buses produced by the same companies developed more 
slowly than trucks. In 1925 there were only 18,000 registered, 
and of the 41,000 in use by 1930 probably more than half were 
school buses. This last fact underlines the profound social sig¬ 
nificance of motor vehicles. One of the greatest advances in 
education, the replacement of the one-room school with a 
single harassed teacher and short periods of instruction by 
the consolidated township school was a direct result of the 
bus. 

Much of the capital investment associated with the rise of 
automotive transportation was indirect. In addition to high¬ 
ways, bridges, service stations, and new shops, automobiles 
and trucks were the chief cause of massive investments in the 
production of oil, rubber, and lacquers. The great upsurge 
in motors from 1914 to 1929 was reflected in the growing size 
of these auxiliary industries. Tire shift to closed cars in the 
mid-twenties made the automobile the largest consumer of 
glass and led to new products such as safety glass. The auto¬ 
mobile had become one of the chief users of steel. The develop¬ 
ment in 1927 of the continuous steel rolling mill, involving 
the costliest plant investments up to that time, and the de¬ 
velopment of cold rolling in the 1930s were in large part re¬ 
sponses to the demand of automobiles for thin uniform sheet 
metal. 

By 1930 the effects of the automobile were noticeable in 
social habits and attitudes. The automobile companies and 
their leaders became the best known companies and business¬ 
men. The cost and newness of the family's car began to replace 
the house as the most universally recognized mark of economic 
prestige, and like the armorial trappings of the medieval 
knight the car could always be in evidence. The small village 
store off the main highway which could not offer the variety 
of goods now available in a larger town a few minutes away 
disappeared. In cities there was a tendency for new shopping 
centers to develop along highways that by-passed the old busi¬ 
ness district. The suburbs grew, and even villages lost people 
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to the surrounding country. Commuters came to depend upon 
the automobile as a means of getting to work, and cities like 
Detroit and Los Angeles that first became large in the age of 
the automobile used highways rather than elevateds or sub¬ 
ways. The gasoline shortage of World War II was to demon¬ 
strate painfully that the automobile was a central element in 
American life. 

No one has or perhaps can reliably estimate the vast size 
of capital invested in reshaping society to fit the automobile. 
Such a figure would have to include expenditures for consoli¬ 
dated schools, suburban and country homes, and changes in 
business location, as well as the more direct investments men¬ 
tioned above. This total capital investment was probably the 
major factor in the boom of the 1920s, and hence in the glori¬ 
fication of American business. 

The social and economic effect of the airplane was far 
slower than that of the automobile. Up to 1930 neither air¬ 
plane manufacture nor commercial air transport had achieved 
importance as areas for capital investment, or had affected 
methods of business. The mention of planes in this period is 
made here because of their subsequent growth. From the 
Wright Brothers* demonstration of heavier-than-air flight at 
Kitty Hawk in 1903 to World War I planes were in an experi¬ 
mental stage. European nations, already more advanced in 
the construction of airplanes, developed them greatly in World 
War I. In America a number of leaders of the automobile busi¬ 
ness invested in plane factories to meet the war demand. Parts 
makers for automobiles added airplane parts and motors. 

But neither the United States government nor the traveling 
public showed much interest in commercial aviation. Up to 
1925 the federal government did little to develop airmail and 
nothing to establish passenger routes. The Kelly Act of 1925 
marked the beginning of systematic subsidies. In addition, 
the government supplied beacons and weather service, and 
municipalities built airports essential for pioneer routes. With 
fourteen companies under contract for flying mail by 1926, 
commercial transport was underway. 

But passenger travel was negligible. Accidents were fre- 
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quent enough to make planes appear dangerous, and fares 
were higher than first-class rail rates. The air transport indus¬ 
try received its best publicity from successful private flights. 
In 1927 Charles A. Lindbergh flew to Paris alone in an ordinary 
single-motor plane . During the same year Richard E. Byrd, 
Bemt Balchen, and others made spectacular polar flights. 
These were followed by a brief buying wave for private planes, 
and a slight increase in commercial passengers. Ironically, 
the great American distances which had caused the railroad 
to spread more rapidly than in any European country seemed 
to operate against air passenger travel. Air travel in Europe 
simplified the crossing of international boundaries and was 
generally accomplished by short flights over lowlands on 
routes with many alternate landing places. In the United 
States there was no need to avoid customs inspection, and 
major trips often involved relatively long flights over dangerous 
territory such as the Appalachian or Rocky Mountains. 


NEW CAPITAL FOR IRON AND STEEL 

The remaining major consumer of capital during the first 
decades of the twentieth century was the old and well-estab¬ 
lished iron and steel industry. During the years after the turn 
of the century, capital was used to shift from the Bessemer 
process, which had originated large-scale steel manufacture in 
Great Britain in the 1860’s, to the open-hearth method. Lake 
Superior ores, which had come to make up three-quarters of 
the American supply, were particularly well suited to open- 
hearth smelting. Such furnaces could also utilize scrap of all 
kinds, as well as a wide range of ores. This process was almost 
as old as the Bessemer, but the need for more exact tempera¬ 
ture control and better furnaces had held back its use until 
the 1890s. Increasing rapidly each year, it surpassed the Bes¬ 
semer process in 1900 and by 1914 was responsible for nearly 
75 per cent of the output. 

Adjustment to Superior ore carried southward in specially 
designed ships, moved steel plants to cities near the Great 
Lakes. In the first decade of the twentieth century Lacka- 
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wanna Steel, for example, moved from Scranton to Buffalo, 
and United States Steel built a gigantic plant at Gary, Indiana. 
Cuban and Chilean ore, however, kept other companies, such 
as Pennsylvania and Bethlehem, in the East The rise of a de¬ 
mand for special quality steels, which had made up about 10 
per cent of the total in 1900 and constituted 50 per cent by 
1914, not only kept small eastern mills operating, but added to 
their number. The automobile industry, ultimately steels best 
nonmilitary customer, also required special grades. As noted 
above, the need for thin uniform sheets for automobile bodies 
led to the continuous strip rolling mill, the greatest capital¬ 
consuming innovation of the twenties. 

United States Steel, formed in 1901 by a merger of big com¬ 
panies, such as Carnegie and Federal, controlled 45 per cent 
of the ingot capacity in its early years. World War I built up 
Bethlehem, and a new management after 1928 expanded Re¬ 
public. By 1930 these three companies had 60 per cent of the 
productive capacity, but United States Steels individual 
share was less than before the war. During the next generation, 
in spite of depression, wars, and a record-breaking prosperity, 
the share of the market held by the dozen leading steel com¬ 
panies did not greatly change. 10 

CHEMICALS BECOME IMPORTANT 

Far less important in its immediate effect on either business 
structure or capital investment than automobiles, electricity, 
or steel, the chemical industry nevertheless joined them in 
bringing great changes in methods and products. The industry 
had several nearly separate divisions. Manufacture of pharma¬ 
ceuticals such as medicines and toilet preparations was old 
in 1900 and in the hands of many companies whose operations 
were relatively small-scale. The “heavy chemicals” division 
concerned with the extraction and refining of natural products 
like potash, carbon, and sulphur, or the preparation of simple 
inorganic compounds such as acids, alkalies, and carbides, 
also had a long history in America. Increasing about threefold 
between 1900 and 1914, these operations conducted by moder- 
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ately large companies became a major industrial group. But 
most interesting from the standpoint of social change were the 
rise of new synthetic processes for such varied products as 
dyes, fibers, and plastics, and the wider use of chemical knowl¬ 
edge by businessmen. 

World War I gave many opportunities to the well-estab¬ 
lished chemical companies. Military demands for powder and 
heavy chemicals greatly increased both production and profits. 
Companies like Du Pont accumulated surplus funds that could 
be invested in new ventures. A major opportunity came from 
the confiscation of German chemical patents by the federal 
government and their sale to American producers. Formulas 
for dyes were the most immediately important of these foreign 
processes, and American companies at once attempted their 
manufacture. In 1922 the government aided the new industry 
by a high tariff on dyes. But as a Du Pont official wrote a gen¬ 
eration later, this country was a “Science Sahara/' “The job 
called for a brand of expert technology that existed nowhere in 
America.” 11 Although ultimately successful, the company 
claimed to have sunk $43,000,000 in dyes before making a 
profit. 12 

During the years between about 1915 and 1925, the chemical 
industry acquired its modem structure with four or five big 
firms doing a third or more of the total volume of business. 
Recognizing the rapidity of change, these companies safe¬ 
guarded themselves by making a wide variety of products 
and supporting a large amount of research. From such efforts 
in the twenties came the commercial production of rayon, new 
plastics, lacquers, enamels, and dyes, while research was 
carried on that would result in new products such as nylon a 
dozen years later. 

As chemical knowledge spread it revised procedures in 
other types of business. Oil, steel, glass, and rubber production, 
cloth and furniture manufacture, arc just a few of the activities 
affected by new chemical processes. So wide was the spread 
that the limits of the chemical industry became indistinct. 
Rayon, for example, was considered by the census bureau as 
a part of chemical production, while oil refining was part of a 
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separate petroleum industry. Business executives did not have 
to be chemists, but in most big operations they needed chemi¬ 
cal advice. 


PERMANENCE AND CHANGE 

Alongside the areas of industry that were giving a lift to 
the economy through rapid growth in both products and fixed 
capital were the old, relatively mature businesses that still 
employed the bulk of the labor and occupied the time of the 
largest group of industrial businessmen. Ranking right behind 
construction, iron and steel, and machinery in employment 
of workers were three of the first industries to use power ma¬ 
chinery: prepared foods, lumber, and textiles. Flour mills sur¬ 
passed all other uses of water power in the eighteenth century, 
sawmills early put the steam engine to use, and textiles ushered 
in the modern factory. 

In spite of its age the textile business, as already noted, 
underwent important changes between 1900 and 1930. In ad¬ 
dition to changes brought by electricity and relocation, ring 
spinning and the Northrup loom for weaving increased the 
productivity of cotton machinery and lessened the need for 
skilled labor. Southern interests promoted movement to their 
section. When the Pepperell Company was ready to build a 
mill at Opelika, Alabama, in 1925, “a group of citizens were 
willing ... to convey enough land for a mill and its village 
and to give other inducements. In fact, they gave over 300 
acres, as well as $62,500 in cash, and promised no taxes for 
five years and a low assessment thereafter ” 13 Spurred by such 
inducements textile plants continued to move southward dec¬ 
ade after decade. In 1890, 76 per cent of the nations cotton 
spindles were in New England; by 1930 only about 40 per 
cent remained there. In general, the cheapest materials were 
being made in the cotton-producing states, while the finer 
goods still came from the North. 

There were also marked changes in textile consumption. 
The yardage of women's clothes shrank by one-half, and rayon 
and silk displaced cotton and wool for men's and womens 
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underwear, socks, dresses, and suits. Offsetting this decline 
was a great increase in the use of cotton for tire cords and wool 
for automobile upholstery. 

Because the early lumber business consumed its timber 
resources with no regard for the future, its shift in location 
between 1900 and 1910 was even more dramatic than in the 
case of cotton. In 1899, 70 per cent of the timber came from 
the Great Lakes and Northern Appalachian regions; in 1909, 
the greatest year of United States lumber output, nearly 60 
per cent came from the South and about half of the remainder 
came from the Pacific Coast. Meanwhile, large firms like the 
Weyerhaeuser Timber Company, foreseeing the danger of 
ultimate exhaustion of resources, planned production in re¬ 
lation to the growing cycle of the trees that were cut. As a re¬ 
sult some stability was produced in the new location of 
operations. 

Prepared food, the most important of this trio of original 
industries, also moved and changed, but less than the other 
two. Factory-baked breads, packaged cereals, and canned 
goods gained popularity, particularly among the increasing 
number of city dwellers. Canning became a major business 
on the Pacific Coast. Railroad refrigerator cars allowed packers 
to move nearer the cattle of the South and West, to such cities 
as Fort Worth and Omaha; changes in railroad rates and stor¬ 
age practices brought the flour-milling center back from 
Minneapolis to Buffalo. 

While electricity and many special situations led to new 
factory location and design, automotive transportation, which 
was to be the strongest force for change in location, had only 
begun its effect by 1930. The area east of the Mississippi and 
north of Ohio and the Mason-Dixon Line had lost only a little 
of its concentration of manufacturing, and its factories and 
business offices clustered tightly around the major railroad 
centers. 

The last years of the 1920’s which seemed so dynamic to 
businessmen of the time were actually the beginning of a 
period of stagnation. Only buildings and roads consumed 
capital at increasing rates. In a recent study, dividing manufac- 



50 


THE AMERICAN BUSINESS SYSTEM , 1900-1930 


turing into fourteen major industries and one miscellaneous 
category, the rate of capital change is seen to turn downward 
in every series after 1925. 14 Businessmen were failing to find 
enough attractive areas for investment beyond the sterile 
circle of stock speculation, or the erection of larger office 
buildings. 

The failure of business to expand sufficiently rapidly to in¬ 
sure full employment between 1925 and 1940 was no doubt 
the result of many factors. The increasing productivity of 
capital equipment was one of these. 15 Another may have been 
that a sort of technological plateau had been reached where 
no major innovation invited great new capital investment. 
Still another reason, mentioned earlier, was a leveling off of 
population increase. At all events, businessmen of 1929, ex¬ 
hilarated by the great industrial progress of the twentieth 
century, were generally unaware of the impending crisis. 
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he rise of the large business corporation in the late 
nineteenth and twentieth centuries is one of the major changes 
in history, comparable to the rise of medieval feudalism or of 
commercial institutions at the close of the middle ages. Rela¬ 
tively unrestricted by political controls or traditions, the 
modern business corporations grew and multiplied prodigiously 
in the favorable climate of the United States. Corporate enter¬ 
prise gradually altered the meaning of property, the circum¬ 
stances and motivations of economic activity, and the careers 
and expectations of most citizens. 

THE BASIS OF BIGNESS 

One basis for precocious growth in the size of corporate 
business units was the scale of machinery suitable for process¬ 
ing cheap and abundant natural resources for the world's 
largest home market. American technology might occasionally 
lag from the standpoint of scientific efficiency, but it usually 
led the world in scale of operations. The steady increase in 
the most efficient size for furnaces, rolling mills, multiple 
drills and presses, and other automatic machinery eliminated 
the small plant from many lines of activity. 

But bigness in a single plant had its limits. Beyond a certain 
size, varying for different industries, two or more plants be¬ 
came preferable to one. William Knudsen, the famous auto¬ 
motive engineer, for example, disagreed with Henry Ford 
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over the latter’s insistence on concentrating all his operations 
at the River Rouge plant near Detroit, "If we are going to move 
everything down there,” Knudsen contended, “some day you 
will have 100,000 people working there.” "That’s what I ex¬ 
pect,” replied Ford. "I think that is too many people working 
in one place,” Knudsen argued, "I think we have too many 
people here at Highland Park. I think we ought to spread out 
more. I think the ideal manufacturing unit consists of any¬ 
where from 5,000 to 10,000 people ...” 1 

As we have noted, advances in technology also made it 
increasingly easy for companies to spread out. Communication, 
the nervous system of business, was improved by the teletype, 
telephoto, microfilm, automobile, and airplane. Mechanized 
office equipment multiplied records, and punch cards and 
filing systems facilitated their use. Such devices, together with 
advances in accounting techniques, allowed management to 
maintain a head office in a metropolitan center, close to chief 
market and financial connections, and from there to exercise 
efficient supervision over plants located in lower-cost areas 
or closer to raw materials. More exact scientific controls over 
materials and processes lessened the risk from variable quality 
in multiplant operations. Exactly the same product, even one 
as delicate as beer, could be manufactured in plants three 
thousand miles apart. By mid-century companies might have 
fifty to a hundred plants located throughout the country. As a 
result, although corporations and their managements grew 
larger, individual plants were usually kept at the size best 
suited to their particular operations. 

Technological change was only one of the factors leading 
to bigger business organizations. A commanding position in 
the market was often the major incentive. 2 Market considera¬ 
tions seemed to favor the big company. Since smaller rivals 
would not want to risk a price battle with a giant, the big com¬ 
pany alone or with a few competitors could set the price of 
its products. Larger volume reduced the cost per unit of ad¬ 
vertising, public relations, research, and many other incidental 
costs. 
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“the people” against the trusts 

Before 1880 large corporations with thousands of employees 
and stockholders were chiefly confined to railroads and public 
utilities. The pressures of competition and the possibility of 
exploiting an increasingly great national market led to a series 
of corporate mergers in the eighties and nineties that resulted 
in clusters of big firms in many areas of economic activity. 
In the business upswing that began in 1897, following Bryan s 
defeat by McKinley, the birth rate of corporate giants became 
so high as to raise doubts among forward-looking intellectuals 
regarding the continuance of the competitive or free-enterprise 
system. Yet the people of the country', whether businessmen, 
professionals, workers, or farmers, were undoubtedly in favor 
of small, competitive enterprise. Consequently battle vv^as joined 
between the peoples representatives and the “trusts,” with the 
former somewhat hampered by the paradox of demanding 
regulation in the name of free enterprise. 

In the late eighties the states of Ohio and New York started 
suits against the trust fonn of corporate mergers. This was a 
device initiated by the Standard Oil Company in 1879, 
whereby the stockholders of a number of corporations turned 
their stock and its voting rights over to a group of trustees, who 
then acted as the directors of the merged firms. The New York 
State Court of Appeals held in the North River Sugar Refining 
Case in 1890 “that the effect of the defendant’s action was to 
divest itself of the essential and vital elements of its franchise 
by placing them in trust . . . But graver still ... It has helped 
create an anomalous trust which is, in substance and effect, a 
partnership of twenty corporations ... It is a violation of the 
law for corporations to enter into partnership.” 8 The Ohio 
Supreme Court went further in the Standard Oil case and 
held that the objec t of the trust “was to establish a virtual 
monopoly . . . Throughout the entire country . . . All such 
associations are contrary to the policy of our state and void ” 4 

Meanwhile, the Republican members of Congress, in return 
for Western support of the protective tariff, had passed a 
strongly worded antitrust law. The Sherman Act of 1890 pro- 
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hibited "every contract, combination in the form of trust or 
otherwise, or conspiracy, in restraint of trade or commerce 
among the several states." This strong and sweeping federal 
language, in conjunction with the attitude of the state courts, 
might seem to have imposed barriers to mergers or monopo¬ 
listic corporations. 

But this did not prove to be the case. “The trusts wriggled 
out of the court s grasp." 5 Even before the New York and Ohio 
courts rendered their decisions against the trustee device. New 
Jersey had made the trust unnecessary by passing a general 
incorporation act for holding companies. This New Jersey Act 
of 1889, legalizing what had been universally prohibited in 
general incorporation acts, hindered state antitrust prosecu¬ 
tions. By 1904 the seven biggest industrial companies had 
New Jersey charters. Meanwhile the United States Supreme 
Court seemed loathe to apply the Sherman Act against big 
unified manufacturing companies. In 1895 the justices ruled 
that a monopoly of manufacture was not directly a restraint 
of trade. 6 “The effect of this decision,” wrote Theodore Roose¬ 
velt, “was . . . the absolute nullification of the anti-trust law.” 7 
On the other hand the Court ruled in 1899 that a contract be¬ 
tween medium-sized companies governing conditions of inter¬ 
state sales was a violation of the antitrust law. 8 

The lesson seemed fairly clear. Merger through a holding 
company was permissible because it involved no contracts or 
agreements between competitors. The Standard Oil Company 
adopted this form. Buying up of rivals and merging them into 
one big company was also legal, at least in manufacturing. 
But efforts by small companies to control markets by cartels 
or agreements were illegal. Because of these judicial interpre¬ 
tations the Sherman Act has been referred to as the “mother of 
trusts." 


BIG BUSINESS AND PROGRESSIVISM 

In the period from the turn of the century to World War I 
both big and small business became involved with different 
aspects of the varied but rather steady pressures for social 
and regulatory legislation called the Progressive movement. 
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In reality this was a series of initially unrelated movements 
aimed at controlling evils created by advancing industrialism 
and its corollary, urbanism. On the one hand big business was 
steadily attacked by reformers as the symbol of ruthless com¬ 
petition and too great concentration of private power; on the 
other, small business was even more harassed by social legis¬ 
lation and the increasing power of organized labor. 

Just as the reformers lacked unity of aim, business lacked 
uniform reactions. Big business had relatively few contacts 
with small and medium-sized enterprise. The really big com¬ 
panies had head offices in the major metropolitan areas, and 
in the decade 1900-1910 only a few branch plants. In most 
cities medium-sized local enterprises dominated the business 
scene. Trade associations and organizations like the National 
Association of Manufacturers were supported by small business 
and neglected by the “trusts.” As a result small business was 
at least complacent about attacks on the trusts and railroad 
regulation, while big business appears to have done little to 
help small business fight social legislation in the states. 9 

The battle against, and the minor effects of social legislation 
on small business were hard to estimate. As the advanced in¬ 
dustrial states led in compelling workmen's compensation in¬ 
surance, limiting hours, or forbidding child labor, this legis¬ 
lation became one of the forces driving business to the South 
where such laws scarcely existed before 1914. Against this 
trend were higher freight rates in the southern area and loss 
of close contact with customers and suppliers. A satisfactory 
analysis would require research so far unattempted. 

The Progressive attack upon the trusts revived and continued 
the pressures of earlier decades. The period 1897-1903 was the 
most important for industrial mergers and consolidations in 
United States history, and many people became fearful as to 
where the trend was loading. Professor C. J. Bullock of Har¬ 
vard wrote in 1901: “If experience ever demonstrates that the 
arguments of many economists are correct then we shall be 
confronted with the grim fact that competition is dead and 
that monopoly is inevitable in most important branches of 
manufacturing industry.” 10 Desiring to prove the government's 
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power to deal with the situation, President Theodore Roosevelt 
ordered his Attorney General to start prosecutions against 
some of the larger monopolies. The resulting Supreme Court 
decisions in the Northern Securities and Standard Oil cases 
Jed to further exposition of the meaning of the Sherman Act 
of 1890. 

In the first of these cases (1904), the Court ruled that the 
intent and result of the formation of the New Jersey holding 
company for Great Northern and Northern Pacific Railroads 
were an illegal combination in restraint of interstate commerce, 
and that no state, simply by creating a corporation, could pre¬ 
vent Congress from exercising its power to regulate commerce. 
“The power to deal with industrial monopoly and suppress 
it,” exulted President Roosevelt, “was thus restored . . . ” 11 
Rut what were the meanings of “restrain” and “monopolize” 
in the law? In the Standard Oil case of 1911, the Court aban¬ 
doned the doctrine that a monopoly of manufacture wgs not 
directly a monopoly of commerce, as had been set forth in 
1895 in the American Sugar Refining case, and held that it 
must use its own judgment in deciding whether monopolies 
were in harmful restraint of trade. Applying this “rule of rea¬ 
son,” the Court ordered Standard Oil to be broken up into 
certain constituent companies. Justice John Marshall Harlan 
dissented from the assumption of discretionary power by the 
Court, “This statement,” he wrote, “surprises me quite as 
much as would a statement that black was white or white was 
black . . . One thing is certain, the rule of reason/ to which 
the Court refers, does not justify the perversion of the plain 
words of an act in order to defeat the will of Congress.” 12 

Equally incensed by the decision, Progressives and Demo¬ 
crats demanded a stronger law. As a result the Clayton Act 
was passed in 1914. Whereas the Sherman Act had used gen¬ 
eral and sweeping language, the framers of the Clayton Act 
sought specifically to prohibit the practices that led to the 
control of markets. The law condemned price discriminations, 
exclusive selling or leasing contracts, the acquisition of stock 
in one corporation by another or the combination of two cor¬ 
porations through stock ownership, or interlocking director- 
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ships in two or more corporations any one of which had over 
a million dollars in capital But each prohibition was limited 
to cases where the result would be substantially to lessen com¬ 
petition or tend to create a monopoly. While the bill was de¬ 
nounced in the Senate as “the greatest victory of a legislative 
nature that has been won by the trusts and combinations within 
the life-time of any man,” 13 it added somewhat to the re¬ 
straints on corporate activity. Furthermore, another act of the 
same session created the Federal Trade Commission, charged 
with enforcing the Clayton Act and preventing unfair com¬ 
petition. This Commission was expected to enforce the anti¬ 
trust laws in the same way that the Interstate Commerce 
Commission enforced laws relating to the railroads. 

The Clayton Act specifically exempted trade unions and 
farmer cooperatives, in the proper pursuance of their functions, 
from its provisions. Later laws such as the Capper-Volstead 
Act of 1922 and the Cooperative Marketing Act of 1926 
strengthened the immunities of agricultural organizations. 
Meanwhile, the Webb-Pomerene Act of 1918 placed combina¬ 
tions for foreign trade beyond the reach of antitrust laws. 

The federal court decisions from 1914 to 1930 continued to 
emphasize the fact that the antitrust laws were to be seen as 
barriers against the continuation of overly oppressive forms 
of monopoly rather than criminal legislation for the effective 
punishment of all those who conspired to restrain trade. In 
1912 a district court handed down prison sentences for flag¬ 
rant violations of the Sherman Act by officers of the National 
Cash Register Company, but higher courts set the judgment 
aside, and the company settled by paying some insignificant 
costs and promising to be good in the future. In the United 
States Steel case, which dragged on for a decade and finally 
brought about a Supreme Court decision in 1920, it was ruled 
that size did not in itself violate the law if the big com¬ 
pany appeared to act in the public interest. Opponents of the 
decision held that this substituted the “rule of business ex¬ 
pediency” for the “rule of reason” announced in the Standard 
Oil case of 1911. In a series of trade association cases in the 
early twenties, the Supreme Court ended up by ruling that 
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exchange of prices and other information among competitors 
was legal if not carried on for the explicit purpose of raising 
prices. During the twenties, Republican attorneys general in¬ 
stituted relatively few antitrust actions, and, as Professor Wil¬ 
liam Z. Ripley put it, the Federal Trade Commission tried to 
commit hara-kiri. 

Forty years of antitrust laws had failed to restore anything 
approaching ‘pure” competition. But except in some agricul¬ 
tural markets, pure competition had probably never existed 
save in the theories of economists. The federal laws had served 
to define certain rules for “monopolistic” competition. A few 
companies could share a market and fix prices so long as they 
did not do this by written agreements, or take overt action 
to prevent new competitors from entering the field. The laws 
dictated a live-and-let-live policy among the largest firms, 
since attempts by them to devour each other might lead to 
prosecution. Although such arrangements lacked the efficiency 
of monopoly, where advertising and duplicated services could 
be reduced, and probably produced prices higher than under 
more effective competition, the situation seemed, on the whole, 
to satisfy the public. It was doubtful whether most Americans 
wanted to see General Motors or General Electric broken up 
into smaller units, and even more doubtful that they wanted a 
single automobile trust with the concommitant need for strict 
federal regulation. 


THE AREA OF BIG BUSINESS 

The spectacular and portentous aspects of the activities of 
the corporate giants magnified their role in the American 
economy. To many Americans at the turn of the century, the 
Rockefellers, Goulds, Guggenheims, and a score of others, ap¬ 
peared to run the economy and to be gaining rapidly in power. 
W. J. Ghent, a socialist, predicted that the United States would 
succumb to a benevolent feudalism run by big business. 

For some years the growth of big companies was very rapid. 
In 1897 there were only eight industrial companies with over 
fifty million dollars in capital; by 1903 there were forty such 
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giants. But, outside of small-scale household production, there 
were also over two hundred thousand manufacturing enter¬ 
prises and a total of about one million two hundred thousand 
business concerns. Even if companies with five million dol¬ 
lars in capital, whether in transportation, finance, or manufac¬ 
turing, were considered as “big,” the total number of such com¬ 
panies in the first decade of the twentieth century was w^ell 
under one thousand. Their policy-making executive employees 
probably numbered less than fifty thousand men, compared 
with perhaps two million proprietors and managers of small 
business. 

In general the areas dominated by big businesses, such as 
railroad and traction companies, public utilities, iron and 
steel, smelting and refining, farm equipment, electrical equip¬ 
ment, and oil refining, were those in which small business 
had either never existed or had been superseded at an early 
stage. Many contemporary writers and later historians wrote 
of the loss of opportunity for the little man in business, but 
there is no such literature from businessmen themselves. Since 
the beginning of industrialism there had been a gradual growth 
in the size of the average firm. This meant that for manufac¬ 
turing more capital was necessary for a successful start. But 
this difficulty seems to have been readily overcome by the 
increasing level of savings by those in upper-income groups, 
and greater familiarity with industrial risks by both bankers 
and private investors. 

The area in which opportunity was declining was agricul¬ 
ture, not business. In each generation there were more busi¬ 
nesses of all types, small, large, and medium, in relation to the 
population, and fewer people working on farms. Boys inter¬ 
ested in business, therefore, had not only an opportunity to 
go into an increasing number of different enterprises for them¬ 
selves, but had in addition the choice of a career in a big 
corporation. 

Furthermore, the rapid growth in bigness that had caused 
alarm in the late nineties and early years of the new century 
slacked off. According to Berle and Means* calculations, the 
gross assets of the two hundred largest nonfinancial corpora- 
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tions increased in dollar value only 68 per cent between 1909 
and 1919, whereas the general price level advanced over 80 
per cent. 14 In the twenties the two hundred largest nonfinan- 
eial corporations grew more rapidly in assets and income than 
the smaller companies but still fell far short of being the norm 
of economic activity in the United States. Even if the next 
800 nonfinancial corporations were included, which in 1929 
covered companies with gross assets over twenty million, 
the group did a relatively small part of the nations total busi¬ 
ness in dollars, and employed perhaps one man in six. In 
point of numbers of enterprises small and medium-sized busi¬ 
nesses more than held their own. The number of firms listed 
by Dun and Bradstreet increased from about one million two 
hundred thousand in 1900 to over two million by 1930, a rate 
of growth faster than that of the nation's population. Monopoly 
capitalism or "benevolent feudalism" was developing, if at all, 
at a gradual pace. 

Yet able scholars like A. A. Berle, Jr. held and continued 
to hold that the two hundred nonfinancial corporations wliich 
in 1929 did only about 40 per cent of the corporate business 
dominated the economy. 1 -"* The basis for this apparent paradox 
is the importance given to manufacturing, railroad transporta¬ 
tion, and public utilities. From 1900 on these areas had been 
the realm of big business. But they did not represent a ma¬ 
jority of tiie opportunities for employment, and the areas open 
to new enteq^rise continued to increase. The crucial point in 
the argument was thus the control exercised by big business 
over the rest of the economy. 

Ori this question opinions differed widely throughout the 
first part of the century, and the real situation was difficult to 
assess. Were wholesalers dominated by the producers? Were 
mass-produced manufactured goods more important to the 
economy than food and a hundred kinds of service? Were 
the few big concerns that did about half the manufacturing 
a dominant influence on the thousands that did the other half? 
Discussion based on present information cannot answer these 
questions, but it may prevent stereotyped answers. 
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THE NEW COMPETITION 

The movement to restrict competition in price was not con¬ 
fined to big business. All highly capitalized concerns wanted 
price stability and the growing interest of professional man¬ 
agement in long-run security produced wide support for the 
medieval or mercantilist idea of “just price.” This implied the 
end of secret price cutting and the adoption of uniform trade 
practices. As A. J. Eddy, a Chicago lawyer, wrote in 1912 in 
a book called The New Competition: 

The basis of the old competition is secrecy, the strength of the 
new is knowledge the essence of the old is deceit, the spirit of the 
new is truth. Concealment characterizes all the dealings of the old; 
frankness is vital to the new. 

The old looks with suspicious eye on all associations and combina¬ 
tions; without cooperation the new is impossible. 16 

In industries dominated by a few large companies informal 
understandings usually led to satisfactory cooperation in pric¬ 
ing. Steel prices were set for a nurner of years at annual din¬ 
ners held by Judge Gary of United States Steel. When rival 
firms started cutting prices in 1908, they were warned that if 
they resorted to “unreasonable and destructive competition” 
they would compel the “application of the law of the survival 
of the fittest.” 17 Licensing of patents between competing 
companies was another means of controlling prices and con¬ 
ditions of sale. But in the group of industries in which com¬ 
petition was not restrained by either large firms or patents, 
uniformity required some type of formal action. 

The trade association was the obvious agency for putting 
Eddy s principles into practice. By 1912 there were both re¬ 
gional and national trade associations for most industries, but 
some of them were not very active. A number of them now 
started to exchange information about costs, prices, orders, and 
inventories. The purported aim was to “coordinate competi¬ 
tive forces without relinquishing the fruits that spring from 
individual initiative.” 18 During W 7 orld War I the governments 
use of the associations as agencies to estimate, apportion, and 
stimulate production strengthened the existing groups and 
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aided the formation of new ones. By the end of the war 
there were perhaps one thousand trade associations operating 
on a nation-wide basis, and 10 or 15 per cent of these were 
experimenting v*'ith open-price policy. Under this system each 
member posted its prices with the association, which in turn 
circulated them, along with pertinent information, in letters 
or periodicals. 

Insofar as the new competition was effective it had unfore¬ 
seen results on other aspects of economic life. Previously, 
swings of the business cycle had been accompanied by wide 
fluctuations in prices; now these shifts from buyers' to sellers’ 
markets, or the reverse, caused less change in prices and more 
in the volume of production. With better control of die market 
producers could reduce the supply to what could be sold at 
about the existing prices Tliis situation in turn meant more 
unemployment in depressions but better maintenance of wages 
for those still employed, and less total income for the firm 
but better assurance of profits and dividends. Economists be¬ 
gan to talk of "sticky” prices and wages as "rigidities” in the 
business structure. And as business lost elasticity, depressions 
appeared to be losing some of their former tendency toward 
self-correction. 

Prices that could be controlled were said to be "admin¬ 
istered” by management. This in turn changed the character 
of the activities of top executives. Survival in price warfare 
had emphasized striving for efficiency and economy in pro¬ 
duction. Frugality and careful figuring were the watch-words. 
But success under a system of comfortably high, stable prices 
depended on gaining more of the market through ingenious 
advertising and selling. Cutting costs through attention to 
detail was less vital to the chief executive than ability for 
choosing the right product and understanding the market. 

The new competition and its consequences were integral 
parts of the evolving pattern of large-scale industrialism. The 
very basis of mass production was the commitment of vast 
amounts of time and money to a particular way of doing a 
job. Blueprinting and manufacturing the machinery needed 
to fashion a new product could take two to four years. The 
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need for careful advance planning, because of inability to 
change once the process was in motion, applied not only to 
machines and buildings, but to office work as well. A filing 
system might become obsolete, but to refile fifteen or twenty 
million letters, in, say, an insurance office, was as staggering 
a task as to retool completely an assembly line. Communica¬ 
tion also had to be planned and routinized. The smooth func¬ 
tioning of a vast organization required established channels 
of information and control. But such elements introduced a 
time lag and a chance that an idea for improvement might 
get lost on the way. Even a well-received suggestion entering 
at the bottom of the managerial hierarchy might take two 
years to work its way to the top and then back to the point 
where it could be translated into action. 

The old-tirne owner-manager's goal of gaining an advantage 
over competitors by innovating and secretly developing new 
ways of doing tilings became largely meaningless in the big 
company. There could be few important “trade secrets" where 
hundreds of men had to be informed and where new methods 
could only be introduced after long testing and preparation. 
One company might be more progressive than another in put¬ 
ting the new into practice, but rarely were its ideas unknown 
to competitors. 

THE NEW-STYLE HOLDING COMPANY 

In spite of the important changes in technology, size, and 
methods of operation, no basically new development in the 
legal structure of firms took place in the first half of the twen¬ 
tieth century. Proprietorships, partnerships, simple corpora¬ 
tions, and holding companies continued to be the forms for 
carrying on the nation's business activities. But the holding 
company was used in new ways that promised for a time to 
be of great significance. The early holding companies, mostly 
chartered under the New Jersey general act of 1889, were usu¬ 
ally of the single-stage variety. The parent company owned 
stock in a number of operating subsidiaries. In the twenties, 
however, circumstances led to the piling of one holding com- 
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pany on top of another to form a multistage or pyramided 
structure. 

The pyramid allowed the directors of the top company to 
control more real assets with the same amount of venture 
capital, or to attract more capital from the investing public 
without endangering the directors’ complete control of the 
system. The mechanics of the structure depended upon the 
fact that a bare majority, or even less, of the voting stock of 
a corporation carried control of all of its operations and assets. 
In Samuel Insult's utility pyramid, for example, each of his 
dollars invested in Corporation Securities Company of Chicago 
("Corps” for short), might control over two thousand dol¬ 
lars’ worth of assets in an operating company at the base, such 
as Georgia Power and Light. This so-called "leverage” de¬ 
pended, of course, on the fact that the public was willing to 
buy the securities of all the intermediate, nonoperating com¬ 
panies. During the 1920’s, investors were not only willing but 
eager to "get in” on this fast-growing industry without ques¬ 
tioning the soundness or practicality of the corporate set-up. 

In practice most of these structures soon ceased to be or¬ 
derly pyramids proceeding from many operating companies 
at the base through intermediate holding companies to one 
parent corporation at the top. The companies borrowed from 
each other, bought each others securities as well as those of 
outside corporations, issued bonds, and often produced a 
tangle of intercompany ownership that defied comprehension. 
Owen D. Young, lawyer and Chairman of the Board of Gen¬ 
eral Electric, said of the Insull public-utility pyramid: "It is 
impossible for any man to grasp the situation of that vast struc¬ 
ture ... it was so set up that you could not possibly get an 
accounting system that would not mislead even the officers 
themselves.” 19 

The depression of the thirties discredited pyramided hold¬ 
ing companies. When falling revenues forced reorganizations, 
they were shown to be overcapitalized and financially mis¬ 
managed. As a result, they became anathema to investors, 
and the federal government in the Public Utility Holding 
Act of 1935 placed so many restrictions on such companies 
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that most of them were forced to release their subsidiaries. 
In the sad and realistic thirties new pyramids appeared unprof¬ 
itable. After the spectacular collapse of the Van Sweringen 
pyramid of trunk-line railroads, the Interstate Commerce Com¬ 
mission also came to frown on control acquired through com¬ 
plex financial structures. 

The abuses of the holding company by empire-building 
financiers should not obscure its great value to big business as 
a legitimate means of organization. By tins means companies 
could order their inner relations in several different ways. 
They might choose a unified form of organization, such as that 
of Du Pont or Ford, where subsidiaries, aside from those in 
foreign countries, exist to perform specific functions. Or they 
could design a federal type like General Motors, where con¬ 
siderable autonomy is allowed to the presidents of the pro¬ 
ducing units, but major policies are coordinated by staff com¬ 
mittees of the parent company. A federated type allowing 
still more local autonomy is the Weyerhaeuser Timber Com¬ 
pany, in which the top unit represents ownership but takes 
little direct part in the management of subsidiaries. 

Whatever their type of organization, almost all large com¬ 
panies owned the stock of operating subsidiaries, just as 
American Telephone & Telegraph, for example, held that of 
the various state telephone companies. The top subsidiary 
companies might in turn own the stock of smaller firms set 
up for special purposes, but such stages were incidental to the 
effective control of operations and were not a financial device 
for increasing the leverage of some group of insiders in the 
topmost holding company. 

THE CONTROL OF BIC BUSINESS 

It seemed inevitable that as corporations grew larger, there 
must be an increasing separation of ownership from active 
contol. The good securities market of the twenties encouraged 
families or small owning groups that controlled companies to 
sell stock to the public. Such sales paid for new additions, ex¬ 
panded working capital without borrowing from tlie banks, 
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permitted the old owners to diversify their holdings by buy¬ 
ing into other companies, and increased the public interest 
in the welfare of the company. By 1930 the management group 
had come to be much less associated with ownership than in 
the previous generation. 

Increasing the numbers of stockholders diminished the pos¬ 
sibility of any group of small stockholders overthrowing man¬ 
agement. But also to gain security from raids by big market 
operators some companies issued only nonvoting stock to the 
public. This practice brought down the wrath of reformers 
such as Professor William Z. Ripley, and numerous journal¬ 
ists. F.P.A. in his “Conning Tower” in the New York World 
published “On Waiting for the New Masses to Denounce Non¬ 
voting Stocks,” 

Then you who drive the fractious nail. 

And you who lay the heavy rail. 

And all who bear the dinner pail 
And daily punch the clock — 

Shall it be said your hearts are stone? 

They are your brethren and they groan! 

Oh, drop a tear for those who own 
Non-voting corporate stock . 20 

Even the Investment Banker’s Association denounced the prac¬ 
tice, and it was gradually abandoned. The great majority of 
stockholders, however, had long since ceased to view their 
companies as property they could administer, or their votes 
as instruments of power. 

The board of directors also ceased to be an effective repre¬ 
sentation of ownership. Only a few members of large company 
boards kept well enough informed to take a hand in guiding 
the organization, and these members were usually salaried 
officers of the company. At the end of the nineteenth century, 
salaried officers had feared the penetrating eye of a Rocke¬ 
feller, Harriman, or Morgan on the board. Now, in the lush 
twenties, with corporate savings adequate for company needs 
and new capital easy to acquire, the salaried executives boldly 
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questioned the prerogatives of the directors. Management de¬ 
veloped the theory that the director’s function was merely ad¬ 
visory, that he should not try to form or veto policy or to 
interfere in the operation of the concern. This de-emphasis of 
the board as the elected representatives of the owners, as the 
supreme authority for which management worked as hired 
hands, reached its extreme in such boards as those of American 
Tobacco or Standard Oil of New Jersey, composed entirely of 
salaried officers. But on all large company boards, officers 
came to play the leading role. 

Was this new assumption of authority a “managerial revolu¬ 
tion” and was the new system of big business “managerial en¬ 
terprise?” 21 By 1930 the answer to such questions was by no 
means clear. In routine matters the administrators certainly 
wielded the pow T er, but in questions of financial policy board 
members representing banks or insurance companies might 
overrule management. While small stockholders could not, 
by themselves, organize to overturn the administration, big 
financiers who had acquired a large amount of stock might 
succeed in an appeal to the small stockholders to support 
their slate of directors. 

Control, therefore, was generally shared by several of the 
directors and managers, the locus of authority depending upon 
the point at issue. The professional manager who, without in¬ 
vesting any capital, had made his way up through the organ¬ 
ization, and the board members who represented financial 
houses or family trusts were all presumably more interested in 
a strong, progressive, going concern than in paying unusually 
large dividends to stockholders. The president of the com¬ 
pany, in theory its most important entrepreneur, was apt to 
be primarily interested in keeping a satisfactory balance 
among the various claimants to the company income. Those 
speaking for more wages for labor, higher salaries for man¬ 
agement, better service for customers, adding to the com¬ 
pany’s cash reserves, improvement of the physical plant, or 
dividends for the stock holders represented superficially con¬ 
tending interests in that if one got more in any given division, 
the others received less. In this situation it was not astonishing 
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that the modern professional manager tended, perhaps uncon¬ 
sciously, to favor the financial claims of those who could bring 
more constant pressure than could the mass of stockholders. 
Such a situation meant, among other things, that successful 
large companies paid high wages and salaries, accumulated 
substantial reserves against depredation or depression, in¬ 
vested sizable sums in research, and paid relatively low divi¬ 
dends. 


THE SCIENCE OF BUSINESS ADMINISTRATION 

The growing size of companies created new problems from 
bottom to top. At the bottom, the old contact between owner- 
manager and skilled craftsmen was lost. Large plants were run 
by professional managers who were below the top policy¬ 
making level of the company. Mass-production shops pre¬ 
sented new problems in handling men and materials. 

When Frederic W. Taylor set himself up as a professional 
management consultant in 1894, his business card read: ‘‘Sys¬ 
tematizing Shop and Manufacturing Costs a Specialty.” His 
program soon came to be known, both at home and abroad, 
as “scientific management.” His general principle was “that 
in almost all of the mechanic arts the science which underlies 
each act of each workman is so great and amounts to so much 
that the workman who is best suited to actually doing the work 
is incapable of fully understanding this science, without the 
guidance and help of those who are working with him or 
over him.” 22 

In Taylors system foremen had to study the essential mo¬ 
tions and the minimum time for each job and then instruct 
the worker. The faster rate that resulted would be maintained 
by pay increases for productivity. To gain deeper insight some 
foremen .should specialize in supervision of certain functions 
rather than in complete management of a small number of 
men. More supervisors might be required, but they would be 
paid for by greatly increased output. 

Although no company adopted all of Taylors ideas at once, 
many started experimenting with them, and still others paid 
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increasing attention to shop management. When Louis D. 
Brandeis, later a Justice of the Supreme Court, told the Inter¬ 
state Commerce Commission that the railroads could save 
one million dollars by scientific management, "it was like a 
shot heard around America.” 23 In the years before World War I, 
Taylorism was discussed by all types of industrialists, and 
Taylor had many imitators, each with his own system. A major 
deterrent to the adoption of such schemes was the opposition 
of workers. The fear, often realized, that piece rates or other 
incentives would not be maintained once production speeded 
up, led labor to disregard the instructions of "efficiency ex¬ 
perts.” 

The shortage of labor during and immediately after World 
War I produced the new "science” of personnel management, 
designed to find the right man for the job and to keep him 
working at it. A flood of seemingly learned books appeared, 
and "experts” were hired at good salaries, but with the depres¬ 
sion of the early twenties and a surplus of workers, this early 
enthusiasm for scientific personnel work subsided. 

As some companies came to have thousands of administra¬ 
tors, it became clear that business was encountering the same 
types of problems that had existed for centuries in public ad¬ 
ministration. As one well-qualified critic saw it, business 
growth had "resulted in concentrating in relatively few hands 
a degree and scope of economic power which transcends the 
limits of effective administration.” 24 Whether or not this was 
true, business needed its own political science. 

Pursuit of a science of administration led to better cost-ac¬ 
counting techniques, an increase of middle management and an 
increased use of staff consultants. After World War I, alert 
companies lured industrial engineers, theoretical economists, 
and other specialists who might provide new knowledge of or 
perspective on business problems. In order to guard against 
or prepare for disruptive changes in technology, big com¬ 
panies established research laboratories employing scores of 
scientists. Increasingly complex relations with both govern¬ 
ment and organized labor necessitated more legal experts to 
analyze proposed legislation, more trained lobbyists or public- 
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relations men to forestall harmful bills, and more reliable an¬ 
alysts to learn or forecast government policy. 

At the top level, that of chairmen, presidents, and major 
vice-presidents, the problems of business administration 
seemed most difficult of all. The inefficiencies of single de¬ 
partments or weak administrators might be detected and elim¬ 
inated by careful accounting or staff reports, but how were men 
to be trained, selected, and inspired to undertake the task of 
coordinating and directing the enterprise as a whole? How 
were men to translate power into effective administration? 

The rise of the university business school was one effort 
to provide the proper training. The first of these, the Wharton 
School at the University of Pennsylvania, was founded in 
1884; a few others, such as the Graduate School of Business 
Administration at Harvard, preceded World War I; but the 
great increase came in the twenties. By the end of the decade 
most large universities were offering undergraduate or gradu¬ 
ate courses both in the essential techniques of business and 
in academic subjects that might contribute to sounder and 
broader executive viewpoints. 

No scholar, however, found an acceptable system for choos¬ 
ing executives. Methods of selection remained largely rule 
of thumb, and as organizations grew bigger, success for the 
man without influential connections depended on recogni¬ 
tion of his abilities by someone in top management, usually 
through a fortunate conjunction of circumstances. The indi¬ 
vidual competitive struggle for success in such companies, 
therefore, took the form of means for attracting attention to 
ones desirable qualities of loyalty, cooperation, intelligence, 
and leadership rather than the quest for wealth or market 
advantages. 

The change that had taken place in the road to success can 
be illustrated by comparing Andrew Carnegie’s instructions to 
young men of the late nineteenth century with those of a 
twentieth-century railroad president. "Is there any would-be 
businessman before me,” Carnegie asked a group of Cornell 
students, "content in forecasting his future, to figure himself 
as labouring all his life for a fixed salary? Not one, I am sure. 
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In this you have the dividing line between business and non- 
businesss; the one is a master, and depends on profits, the 
other a servant and depends upon salary ... I do not believe 
that even the presidents of these corporations, being only 
salaried men, are to be . . . classed as strictly businessmen at 
all/* When a man is to be made a partner, “then comes the 
question of questions, is he honest and true?'* Among rules for 
getting ahead Carnegie advised: “Boss your boss just as soon 
as you can; try it on early. There? is nothing he will like so well 
if he is the right kind of boss; if he is not, he is not the man 
for you to remain with — leave him whenever you can, even 
at a present sacrifice, and find one capable of discerning gen¬ 
ius/* 25 

In the 1940’s a young boy wrote to a railroad president who 
was approaching retirement age, asking how to get a job like 
his. The president replied, “Industry and cooperation are very 
important . . . Teamwork is as essential on a railroad as it is 
on a football field . . . Cultivate and develop a pleasing and 
friendly personality . . . Show an interest in other people and 
what they have to say . . . finish college ...” The president 
concluded: “Of course, opportunity and good fortune also 
play a part /’ 2ii 

Actually, there was nothing new in the evolving big-business 
situation. Men in the bureaucracies of Egypt, Greece, and 
Rome had striven for success under somewhat similar condi¬ 
tions, but the turn toward an organizational career for the 
country’s most ambitious citizens was a notable departure from 
historic American conditions and conflicted with a good deal 
of the nation’s cultural heritage. Americans had tended to see 
themselves as self-reliant, aggressive enterprisers rather than 
smoothly polished negotiators. The subtleties of approach and 
fine manners of Europeans had been sources of ridicule; now 
they seemed to pave the road to success. 

While the top executives of the large companies continued 
to talk the language of earnings for the stockholders and to 
keep their formal behavior oriented toward profits, most of 
them had relatively little direct stake in the size of the divi¬ 
dends paid by their companies. Maximization of profits was 
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the orthodox slogan, but one that for management probably 
lacked much emotional force. From the earliest days execu¬ 
tives of large corporations affected with a public interest, such 
as railroads, had been in favor of steady but moderate profits 
rather than sheer maximization. 27 The attitude that secure 
profits over a long period were more desirable than large and 
risky returns came to be generally held by twentieth-century 
management. 28 

What then were the personal incentives of executives once 
they had reached the probable top of the promotional ladder? 
A general answer appeared to be “the continual stimulation 
that derives from the pleasure of immediate accomplish¬ 
ment.” 2U The president of a big company, asked why he didn’t 
stop work on a holiday, replied: ‘Trn not working, Tm having 
fun.” 30 The achievements from executive effort were made 
more satisfactory by the admiration of one’s peers in business 
or by significant groups of the outside public. Thus achieve¬ 
ment for its own sake, the wielding of socially accepted power, 
and personal prestige were generally more important incen¬ 
tives than either increases in salary or company profits, as 
such. 31 

Many companies, however, sought to substitute for personal 
profit financial incentives such as bonus plans and manage¬ 
ment funds. As did'most other developments of the managerial 
system, the earliest of these plans antedated World War I, but 
they were particularly characteristic of the prosperous twen¬ 
ties. Part of the years earnings would be divided among the 
administrators on either a fixed percentage, or by vote of the 
board of directors or the chief officers. In good years, like 1928 
and 1929, these payments might greatly exceed the regular 
salary of the executive, and a few companies paid bonuses 
even in 1932. Plans for buying of stock by management ran 
counter to a desire for wise diversification of personal invest¬ 
ment in order to achieve added individual security which was 
likely to impel officers to hold only a reasonable amount of 
stock in the companies for which they worked. The fact that 
some companies adopted bonus and stock purchase plans and 
other equally progressive schemes, did not indicate that such 
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developments were solutions to the problem of stimulating 
energy and devotion to the company. 

Intracompany competition and ratings by accounting con¬ 
trols were more positive ways of insuring efficiency. General 
Motors cars, for example, were in competition with each other, 
and their factory and marketing costs could be compared. 
Success on such a basis could accrue without large profits. 
During the depression of the thirties the officers of Cadillac 
won high prestige for not losing money when other cars of 
the same price range were all showing large losses. “Book” 
competition could be rigorous in companies like American 
Telephone & Telegraph, which had similar operations all over 
the nation. Accountants could readily check with great pre- 
cision the efficiency of a local management group, but it was 
hard to measure the ability of any single individual. 

In order to counteract the centrifugal forces of internecine 
warfare between the companies of General Motors, President 
Alfred P. Sloan in the )920’s developed a system of coordina¬ 
tion through committees made up of board members and offi¬ 
cers of the various constituent companies. 32 Thus the com¬ 
pany appeared to have the best of two worlds, the incentives 
of competition and the efficiencies of semimonopoly. 

Increasing levels of security and prestige were also incen¬ 
tives for the executive of the big company. Personal recogni¬ 
tion could be given through larger offices, more prerogatives, 
and higher titles that carried prestige in the community as 
well as in the company. In this way the need for labeling of¬ 
ficials in a large formal organization could also be used to 
improve morale. 

Railroads started conferring the title of vice-president on 
the man in charge of each part of the business, such as traffic, 
operation, maintenance, or finance, in the mid-nineteenth cen¬ 
tury, but other large companies were slow to follow this prac¬ 
tice until after 1900. Then spurred somewhat by ideas of scien¬ 
tific management, and still more by the demands of increasing 
size, companies added numerous specialized officials with 
titles ranging from assistant superintendent to senior vice- 
president. As holding companies spread there also came to be 
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scores of officers hips in subsidiaries. “In the last forty years or 
so/* said the President of International Harvester in 1953, 
“this system has developed from what football coaches would 
call a one platoon system to something that approximates a 
thirty or forty platoon sy stem in industry/* 33 

By 1930 a big company might have from five to fifty vice- 
presidents of the parent organization and an equally large 
number of assistant vice-presidents as well as assistant secre¬ 
taries and assistant treasurers. There might also be assistants 
to the chairman of the board, the president, and vice-presidents. 
Usually these assistants were staff officers, that is, specialists or 
roving executives who handled particular types of problems 
or else improved communication and knit the organization 
together. The subsidiaries would have their presidents, vice- 
presidents, and other officers. Often the chief officers of the 
parent company divided among themselves the topmost posts 
in the subsidiaries, but the lesser positions were filled by addi¬ 
tional officer personnel. 

Under the officers in rank, but not always in salary, were 
managers, superintendents, department heads, agents, super¬ 
visors, and their various assistants. Although no exact research 
has been done on the question, it seems probable that the in¬ 
crease in administrators kept up with the growing quantity of 
business, or in other words, that there was not much saving in 
cost per unit of product in administrative salaries and expense 
accounts as volume increased. 

As in the granting of titles, business needs could be com¬ 
bined with better morale through officers* clubs. The club was 
generally built around a comfortable restaurant where the staff 
could assemble for lunch and use their leisure time for informal 
discussion of company problems. In many companies officers 
also spent much of their social life entertaining each other, and 
talking shop over highballs. By such means the company might 
become an engrossing interest in both work and recreation. A 
later report on the habits of big company officials noted that, 
“In many instances . . . executives look upon the office day as 
something of an interruption in their actual work/* 34 So far 
did this tendency go in some companies that an opposite danger 
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began to develop, that of losing the perspective of the outsider 
and viewing problems only in terms of group cliches. The di¬ 
lemma is inherent in group activity. The somewhat introverted 
individualist fertile in new ideas tends to cooperate poorly and 
to disrupt the smooth functioning of the organization, while 
the outgoing type, hungry for the friendship and support of 
his fellows, may cooperate excellently but lack the ability to 
innovate. Many critics inside the ranks of business thought that 
the big company tended to advance too many men of this lat¬ 
ter type. 

The problems of prestige, security, and morale ran from 
top to bottom of the large company. “You will learp to your 
sorrow,” wrote John L. McCaffrey, “that, while a drill press 
never sulks and a drop hammer never gets jealous of other drop 
hammers, the same cannot be said for people . . . The man in 
the middle of the management pyramid, however, neither 
makes the decisions nor carries them out. lie finds it easy to 
feel that his judgment was neither sought nor honored ... He 
often feels, and frequently says, that he is just a high-priced 
office boy.” 35 

The routine administrator was given a feeling of added im¬ 
portance in several ways. For workers and lower management 
the company magazine and company club were means to both 
individual distinction and closer group cooperation. Company 
magazines devoted to internal news began as early as the 
1870 s, but there were only about thirty-five in 1916. Between 
that date and 1921 the number increased tenfold and grew 
steadily thereafter. By 1925 practically all of the three or four 
hundred biggest corporations had some type of house organ. 30 

These magazines reported promotions, social events, athletic 
contests, marriages, and other family news. They published 
fiction and poetry by company employees. Editorially they 
served as media for indoctrination in company policy and 
ideals. The fact that there was a company reading public or 
community also gave a feeling of added importance and re¬ 
sponsibility to the chief executive officers. 

Company clubs achieved some of these same purposes. Sala¬ 
ried employees were given a chance to build friendships and 
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become recognized personalities within the company atmos¬ 
phere. In some companies workers and managers mingled at 
the golf course or bowling alleys, although upper management 
was inclined to avoid these contacts. 

THE LAflGE COMPANY IN SOCIETY 

While some of the internal problems of bigness were being 
met by new devices, external relations became more complex 
than ever before. From 1910 on, state regulatory laws affecting 
labor and factory conditions in various industries multiplied, 
and commissions were established to set rates for public utili¬ 
ties. For many businesses World War 1 produced complex re¬ 
lations with the federal government that were not always 
happily resolved. And events in Europe gave a portent of more 
government regulation to come. 

Legitimizing or justifying to the public the great power exer¬ 
cised by the managers of big business offered theoretical as 
well as practical difficulties. The values of managerial trustee¬ 
ship and social responsibility were common justifications, but 
carried too far they could be a rationale for socialization. 37 
Service to the consumer, based on the theory that consumers 
exercised ultimate sovereignty and would punish weak man¬ 
agements by loss of patronage, was another justification for 
the existence of successful ones. But no over-all principle, as 
basic and satisfactory as direct competition had been in classic 
business doctrine, was developed by the new controllers of big 
companies. 

Even if the basic creed of management still lacked clarity, 
knowledge of wavs to create public opinion favorable to 
business enterprise had grown greatly. Looking back over the 
period from the vantage point of 1929, Ernest Elmo Calkins, 
an advertising man, wrote: “The war taught us the new possi¬ 
bilities of molding public opinion, improved the machinery 
and transformed the old-time press agent into the modern 
public relations counsel, whose clients are colleges, cathedrals, 
corporations, societies, and even nations.” 38 

Before World War I, Ivy Lee had acted in the role of a public- 
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relations counselor, most notably in building a more favorable 
picture of the Rockefeller family after the Colorado Fuel and 
Iron Company strike in 1914; but President Wilson's Commit¬ 
tee on Public Information became the great training school. 
John Price Jones, later famous as a fund raiser, and Edward 
L. Bemays, the most important innovator of the 1920 s, both 
served on this committee under the chairmanship of ex-news- 
paper man George Creel. Here the most modern psychological 
ideas (Bemays was Sigmund Freud’s nephew) were combined 
with activities on a scale never dreamed of by earlier publicity 
men. Two years after the war Creel wrote of the operation 
as How We Advertised America , 89 

By 1921 both Lee and Bemays were using the phrase “pub¬ 
lic relations," and big companies were setting up publicity or 
public-relations departments, in some cases headed by what 
were derisively called "good-will" or "luncheon" vice-presi¬ 
dents. 40 As Colonel Stewart of Standard Oil saw it: "If you 
don’t have the public for you, a seriously large part of it is 
likely to be against you, and no business can continue to exist 
successfully unless a large part of the public is for it." 41 

These public-relations efforts of the twenties were still on 
what would later be regarded as an elementary level. They 
depended to a large extent on "puff" news items sent to editors, 
articles signed by important businessmen and planted in mass- 
circulation periodicals, and advertising designed to create 
good will. Public lectures, popular company or industry his¬ 
tories, and moving pictures also came into use. The telephone 
company was a leader in the use of moving pictures. Between 
1926 and 1935, the company produced fifty-six public-informa¬ 
tion films. The director of the bureau at American Telephone 
& Telegraph said that theater managers were willing to show 
these films, because the manager could "see for himself that 
they are purely informative and educational and will not de¬ 
tract from his program of entertainment." 42 By 1929 the Bell 
System estimated that during the year 52,932,796 people had 
attended 131,696 showings of the company films. 43 

In spite of the apparently advanced methods of such com¬ 
panies, the general philosophy of public relations was that of 
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seizing upon some overt act that would reveal the company in 
a favorable light rather than reforming the basic policies of 
the company in such a way as gradually to win public favor. 
The “two-way street” aspect of public relations had not as yet 
been accepted. 44 

In the postwar decade the stockholders were recognized as 
an important group for improving public relations. A few 
shares might make their holder a loyal supporter against pub¬ 
lic criticism or government encroachments. As a result, a num¬ 
ber of large companies, particularly the public utilities, carried 
on campaigns to increase both the number and geographical 
spread of small stockholders. American Telephone & Tele¬ 
graph, for example, by selling stock to both the public and its 
own employees through its local offices, increased the number 
of stockholders owning five shares or less from some 50,000 in 
1920 to 210,000 in 1930. 45 

Now the stockholder came to be seen as a friend to be culti¬ 
vated rather than a troublesome critic to be avoided. Public- 
relations men turned their attention to giving the stockholder 
a better impression of the company. Presidents were persuaded 
to sign letters welcoming new members to the stockholder 
family; other letters conveyed special news; magazines, pre¬ 
viously used for internal morale building, were made more 
attractive and sent to the stockholders; and annual reports be¬ 
came more detailed and persuasive. The intelligent stockholder 
might recognize that none of these devices could tell him much 
about the prospects of his investment in a big organization, but 
they undoubtedly aroused stockholder interest in the company 
which in turn produced some degree of identification with 
company problems. The new public relations demonstrated 
that more big companies were coming to see themselves as 
organizations that could not avoid social and political issues. 
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J **y the early twentieth century many scholars and 
journalists believed that during their lifetime capitalism in 
the Western world had fallen under the control of bankers 
and financiers. Following a line of reasoning expressed partic¬ 
ularly by German economic historians, these analysts saw 
capitalism as going through a series of stages. The mercantile 
stage, in which America had grown up, was characterized by 
the importing and exporting merchant as the most important 
type of entrepreneur. This stage was superseded in the early 
nineteenth century by industrial capitalism, with independent 
small-scale factory proprietors as the dynamic or formative in¬ 
fluence. As business grew larger and more corporate, the need 
for raising capital from the investing public brought the in¬ 
vestment banker into prominence until by 1900 he was con¬ 
ceived to be the most important figure in a stage called finance 
capitalism. 


THE RISE OF INVESTMENT BANKERS 

The last stage in this theory appeared to be well exemplified 
in the United States. The rapid growth of big business after 
the Civil War brought an increasing volume of large-scale 
security offerings in a market where capital for investment 
was relatively scarce. Competing with many attractive forms 
of local investment that could be supervised personally by the 
investor, shares or bonds in remote enterprises were difficult 

79 



80 


THE AMERICAN BUSINESS SYSTEM , 1900-1930 


to sell. Only the large investment firm with many contacts at 
home and abroad could readily dispose of a five- or ten- 
million-dollar issue. 

Consequently, about a dozen large investment banking 
houses took over the initial underwriting of the financial needs 
of American big business. As might be expected in a situation 
where there were many companies seeking money and only a 
few powerful wholesalers of securities, the investment houses 
set the rules of the trade. By the nineties it was generally un¬ 
derstood that there should be no shopping around or bargain¬ 
ing from one banker to the next. 

The bankers regarded their relation to the enterprises that 
contracted for their aid in much the same light as the family 
doctor regarded his patients. The investment banker floated 
the original securities that brought the corporation, conceived 
in a charter, into actual life. When more money was needed 
for the growth of the young company, the same banker ex¬ 
pected to be consulted about securing the sustenance. He 
prescribed the arrangements for corporate marriages and the 
creation of subsidiaries, and when, usually during depressions, 
the company became financially ill and could not meet its 
obligations, the banker recommended a plan for reorganiza¬ 
tion that would restore the patient to health. If corporate 
death occurred, through liquidation and the sale of assets at 
auction, the banker attended each phase of the proceedings, 
usually arranging for purchase of the remains by a group of 
bondholders. 

For the marketing of sizable security issues the under¬ 
writing house would associate other large financial firms with 
itself in a syndicate. Each of the leading investment banks, such 
as J. P. Morgan; Kuhn, Loeb; Lee, Higginson; or Kidder, Pea¬ 
body, had a group of “retail” outlets through which most of the 
securities reached the public. Banks, trust companies, and 
brokerage houses did the retail selling, but banks and trust and 
insurance companies also bought for their own investment 
portfolios. Consequently, it was important for the investment 
bankers to exercise influence in the affairs of these other fi¬ 
nancial institutions. In addition, considerable parts of the issue 
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might be sold through cooperating investment houses, "cor¬ 
respondents” in London, Paris, Amsterdam, Berlin or other 
foreign money markets. Each of the big American firms, there¬ 
fore, had to have important European correspondents or agen¬ 
cies. This somewhat informal world financial network led to 
the term, generally used invidiously, "international bankers.” 


THE NEW YORK FINANCIAL COMMUNITY 

At the same time that the public marketing of securities was 
increasing the business influence of the investment houses, 
the concentration of the head offices of large companies in 
New York City was adding greatly to the size and power of a 
few commercial banks. From the deposits of oil, meat, and 
metal producers, the National City Bank, which had always 
specialized in the financing of raw materials, rose to a leading 
position in city and nation. With resources of $200,000,000, a 
gold reserve second only to that of the United States Treasury, 
and deposits from some 200 inland banks, the influence of 
National City and of its president, James Stillman, approached 
that of a European central bank. Smaller in size, but almost 
equal in the financial importance of its chief depositors from 
the fields of railroads and industry, was the First National 
Bank of New York presided over by George F. Baker. 

In addition to other metropolitan banks and trust companies, 
the four major life insurance companies were located in New 
York. Trust companies and life insurance companies were 
particularly good customers of investment bankers. Both could 
legally buy a considerable range of securities, and both were 
expanding their resources rapidly. 

Inevitably the major sellers of securities, the great com¬ 
mercial bankers, and important depositors were drawn to¬ 
gether, and the vigorous personality and sweeping financial 
ideas of J. Pierpont Morgan gave a structure and force to 
this community of interest that it might otherwise have 
lacked. As early as the late 1870’s, he began to display 
his readiness to undertake big and difficult financial ven¬ 
tures. He had the ability to get rivals to cooperate, and 
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when they would not he was prepared to act by himself. Hav¬ 
ing failed in the early nineties to get railroadmen to control 
competition by voluntary agreements, he seized the oppor¬ 
tunity offered by the ensuing depression to reorganize several 
regional railroad networks, and place his representatives on 
their boards. Believing that cooperation was the life of sound 
finance, he brought about a number of mergers in the industrial 
field, creating such giants as General Electric, United States 
Steel, International Harvester, and International Mercantile 
Marine. 

In some of these activities, other well-established houses, 
such as Kuhn, Loeb and Company, appeared as competitors, 
but Morgan succeeded in creating close relations with Stillman 
and Baker. He and his partners also controlled the Bankers 
and Guaranty Trust Companies and bought strategic shares of 
stock in the major life insurance companies. Access to these 
great 4 pooled savings” gave Morgan and other big investment 
bankers unprecedented ability to dispose of new securities; 
anyone denied such connections could scarcely find a sufficient 
buying public for large issues. 

The Morgan-First National-National City financial group 
and the other old investment houses were not the only big in¬ 
terests in Wall Street. The same upsurge of inland production 
that had built up the great metropolitan banks had also pro¬ 
duced many new general entrepreneurs — that is, men who 
controlled many companies, but whose occupation was buying, 
selling, and coordinating such ventures rather than taking an 
active part in routine management. Great mine owners like the 
Guggenheims or Thomas Fortune Ryan, and smaller and more 
speculative financiers like F. Augustus Heinze, Charles W. 
Morse, or Edward R. Thomas controlled banks and entered 
into large financial operations outside the more sedate and 
socially select sj)here of the leading international bankers. 

The panic of 1907 gave the Morgan interests a chance to 
strengthen their leadership and to weaken the influence of some 
of these financiers outside the fold. Following a stock-market 
panic on Wednesday, October 16, centering around the favorite 
stocks of Heinze, Morse, Thomas, and their allies, depositors 
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started mass withdrawals from the banks of these speculators. 
Unable to meet these “runs” they appealed to the leaders of 
the banking community for aid. But the National City-First 
National-Morgan forces would not approve aid to these banks 
until their “objectionable” officers or directors were eliminated. 
As fear spread among all depositors, poorly managed trust 
companies were in difficulties. Morgan, returning from the an¬ 
nual conference of Episcopal bishops at Richmond, marshalled 
the resources of the financial group that he considered re¬ 
spectable. When a reliable examiner interrupted him in con¬ 
ference with Baker and Stillman to say that the Trust Company 
of America, then under heavy pressure from depositors, was 
solvent, Morgan said: “This, then, is the place to stop this 
trouble.” 1 His word turned out to be the law. lie dragooned 
unwilling bank presidents into subscribing funds for emergency 
loans, and also used millions lent by the Secretary of the 
Treasury to supply liquid funds for approved banks and trust 
companies. 

By the end of the two weeks of crisis the elderly Morgan 
had demonstrated his leadership of American finance. Great 
individual financiers, such as the Rockefellers, E. II. Harriman, 
other big investment houses, and the presidents of the two 
leading commercial banks, had all accepted Morgan’s leader¬ 
ship and supported his policies. Furthermore, the cooperative 
activities of the conservative leaders in the period of crisis 
appeared to have established a community of interest that con¬ 
tinued in later years. In fact, to some outsiders it appeared to 
be a dangerous money trust. 

THE MONEY TRUST 

Whether or not it could be called a trust, the picture of 
Wall Street financial arrangements disclosed by the Pujo Com¬ 
mittee of the House of Representatives in 1913 showed con¬ 
centrated financial controls in major areas of the American 
economy. Because of its apparent dominance of American big 
business and of the subtle character of financial influence, the 
Morgan-Baker-Stillman entente deserves careful analysis. To 
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begin with, influence was exerted through representatives of 
the banking group on the boards of directors of various finan¬ 
cial, utility, railroad and manufacturing concerns. Except 
where trustees held the stock, as for example in the Southern 
Railroad, the group representatives were not a majority of the 
board, and usually numbered only one or two members. 
Clearly such control as existed was a matter of influence, not 
absolute power. 

The Pujo Committee decided that the House of Morgan, 
the First National Bank, the National City Bank, and the two 
Morgan-controlled trust companies, Bankers and Guaranty, 
constituted a distinct inner or policy-making group, apart from 
the broader sphere of financial cooperation which included 
other large investment banking houses such as August Bel¬ 
mont, Kidder, Peabody, and Lee, Higginson. The firm members 
or directors of the inner group held 118 directorships in thirty- 
four banks and trust companies, thirty-five directorships in ten 
insurance companies, and 193 directorships in sixty-eight non- 
financial corporations. 2 These 112 companies were among the 
largest in the nation. 

But the members of these boards that belonged to the bank¬ 
ing group made no systematic attempt to control or direct the 
big business activities of the nation. Even at the top the 
group operated with an informality unsuited to governing a 
business empire. Stillman often stopped in to see Baker and 
Morgan on the way to National City Bank. Occasionally they 
lunched together, but irregularly enough so that the meetings 
were arranged by an exchange of notes. By 1912 Stillman was 
spending most of his time in Europe. Aside from the chief 
officials of the separate institutions, each of whom had his 
regular duties to perform, there was no planning or fact-gather¬ 
ing group, and the lesser men were not called to meet as a 
joint board of strategy. Many of the 112 companies undoubt¬ 
edly operated from 1900 to 1914 without any important guid¬ 
ance or restraint from those board members who, on the basis 
of the Pujo calculations, represented Morgan, Baker, and 
Stillman. 

J. Picrpont Morgan, queried by Samuel Untermeyer for the 
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Pujo Committee late in 1912, denied that he exercised any 
great power or that such concentration of control existed. But 
George F. Baker talked more freely about the situation. Un- 
termeyer said to him, “We are speaking of this concentration 
which has come about and the power it brings with it getting 
into the hands of very ambitious men, perhaps not overscrup- 
ulous. You see a peril in that, do you not?” 

“Yes,” replied Baker. 

“So that safety,” continued Untermeyer, “if you think there 
is safety in the situation, really lies in the personnel of the 
men.” 

“Very much.” 

“Do you think that is a comfortable situation for a great 
country to be in?” 

“Not entirely.” 

Bankers outside the inner circle were more concerned. 
President Reynolds of the big Continental and Commercial 
Bank of Chicago testified: “I am inclined to think that the 
concentration having gone to the extent it has, does constitute 
a menace.” 8 It seems likely that in most cases the pressure of 
the inner circle was exerted only in matters involving major 
financial commitments. The leading members of the group 
were burdened with too many directorships — partners of the 
House of Morgan alone held seventy-two — to take any ac¬ 
count of the details of operation. But in financial matters the 
power of the banking representatives was far-reaching. As 
Charles Mellon, president of the New York, New Haven and 
Hartford Railroad said, where Mr. Morgan sat was the head 
of the board. 4 If the bankers of the country knew that Morgan, 
Baker, and Stillman were opposed to a certain policy, it might 
be virtually impossible for a company to finance it. Other 
bankers and financiers did not want to risk the long-run con¬ 
sequences of the antagonism of this powerful group. 

In some instances the financial contiols were operated force¬ 
fully. Morgan developed certain ideas which he wanted to 
see applied in important situations. He believed that stable 
corporate income could be secured by eliminating competition 
and securing a community of interest. Seeing company financial 
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structure from the bankers standpoint, he was interested in 
protecting bondholders but relatively indifferent to the welfare 
of stockholders. In return for accepting lower interest rates, 
bondholders in reorganized companies were often given large 
blocks of common or preferred stock. Back of these policies, 
which increased total capitalization, seems to have been the 
belief that elimination of competition would allow adequate 
returns on the larger quantity of securities. 

Sometimes these principles worked, especially during the 
prosperous years from 1897 to 1907, but when a region or an 
industry ceased growing and hard times came around, the 
Morgan capitalizations could cause new trouble. The New 
York, New Haven, and Hartford Railroad illustrated a major 
failure of the Morgan policies. J. Pierpont Morgan himself, as 
a member of the board, dictated a policy of buying competitors 
of all types, railroad, trolley, and boat, in order to secure a 
monopoly of through transportation in southern New England. 
Since Morgan s plans were soon well known, the prices were 
high. Had the region continued to grow rapidly, the New 
Haven might have been able to service the resulting additions 
to its bonded indebtedness. But after the panic of 1907 New 
England stagnated, and when a deep depression started early 
in 1913, the New Haven was unable to meet its fixed charges. 

Other basic criticisms of the influence exercised by the 
Morgan-Baker-Stillman group are that it was unorganized, 
negative, and undemocratic. It did not lend itself to further¬ 
ing higher productive efficiency or planning for risk-taking 
expansion. The views of the leaders were more inclined toward 
financial security than technological progress. Insofar as their 
influence was exerted in such matters it was likely to lead to 
the postponing of improvements. There was no public partici¬ 
pation in or control over the actions of the group — with a 
situation of this nature such control would have been difficult. 
The men involved acted as private individuals. There was no 
central organization that could have been regulated effectively, 
yet as Baker testified, bad policy could be harmful to the 
country. 

On the other hand, J. P. Morgan and Company and the 
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National City Bank were performing many of the central bank¬ 
ing functions that the nation required but had never author¬ 
ized. As in 1907, the group organized the reserves of the 
financial community and aided solvent banks that were short 
of cash. To some degree die group policed the otherwise un¬ 
regulated security markets, attacking the forces of fraud and 
corruption. Their policies helped to develop confidence that a 
company financed by these leading institutions would be hon¬ 
estly managed in die interest of the security holders, and 
thereby probably brought more investors into the public- 
security markets. 


THE FEDERAL RESERVE ACT 

The death of J. Pierpont Morgan in Rome in the spring of 
1913 and the passage of the Federal Reserve Act in December 
of the same year mark the end of the period in which the 
“money trust” exercised its greatest influence. Ever since the 
depression of the nineties and particularly since the panic of 
1907 Republican Congressional leaders had been discussing 
plans for a new banking system — one diat would create a 
more elastic currency and weaken the hold of big New York 
banks over die ultimate reserves of cash and specie. Conserva¬ 
tives wanted a privately owned central bank like that of Eng¬ 
land or France. "Hie banking interests of the country wanted 
a change,” wrote Democratic leader Oscar W. Underwood, 
"but they wanted the change so made that they might control. 
The party in power was politically afraid to give them control 
and therefore did nothing.” 5 The progressives in both major 
parties favored a government-controlled system such as that 
operated by the governments of Indiana and Ohio in the early 
nineteenth century. 

The Democratic bill, pushed through Congress in 1913, was 
a compromise, but one that appeared to favor the progressive 
view. As a result "the managers of the new federal reserve 
banks of die country found that the welcome accorded to them 
by the banks of the country was, to say the least, cool.” 6 

Rather than establish a single bank in New York, the new 
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system created twelve Federal Reserve Banks, each owned by 
the banks of its district. National banks had to subscribe to the 
stock of their district bank; state banks might join the system 
by subscribing. The unifying control in the system was the 
Federal Reserve Board with five members appointed by the 
President, each from a different district, plus the Comptroller 
of the Currency and the Secretary of the Treasury. The district 
banks were controlled by boards of nine members, of which 
six members, three bankers and three nonbankers, were repre¬ 
sentatives of the stockholding banks, and three more were 
appointed by the Federal Reserve Board. Of these last, one 
was designated as Federal Reserve Agent and Chairman. Pre¬ 
sumably the agents would guide the execution of policies de¬ 
cided on by the Federal Reserve Board, but the board of the 
district bank also elected a governor to be in charge of banking 
operations. 

The Federal Reserve banks did banking business only with 
members of the system who might rediscount eligible com¬ 
mercial paper, which made up a large part of the holdings of 
big city banks, in return for Federal Reserve notes. By lower¬ 
ing or raising the interest rate charged for rediscount the Re¬ 
serve bank could encourage or discourage borrowing by 
member banks. Since the Reserve banks were limited to 6 per 
cent return on their stock, they would presumably use their 
power over rates with a view to market stability rather than 
profit. The central board also could step in and control redis¬ 
count rates. 

In addition to attempting to control the volume of bank 
credit by manipulating the rediscount rate, the Reserve banks 
might buy and sell government securities. Selling took cash 
from the money market and added to the reserves of the dis¬ 
trict bank; buying had the reverse effect. After 1916 the Reserve 
banks might also advance money to members on government 
securities. 

In theory the power of government through the central board 
and their appointees on the district boards seemed so great 
that bankers feared the system, and state banks generally re¬ 
fused to join. In practice, however, the local governors, the 
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men actually in charge, soon assumed the leadership. Until 
1929, Benjamin Strong, as governor of the Federal Reserve 
Bank of New York, was the most important figure in the 
system. By thus relegating the Federal Reserve Board and its 
agents to a secondary position, the leaders of the New York 
money market continued to exercise much of their old power. 

Commenting on the role of the Federal Reserve System in 
the runaway stock-market boom, Winthrop D. Aldrich of 
Chase National Bank testified: “The rediscount rate of the New 
York Reserve Bank remained unchanged from July 13, 1928 to 
August 9, 1929 . . . This long postponement , , , has come to 
be regarded as quite the most conspicuous failure of the Fed¬ 
eral Reserve System since its inception.” 7 

ORGANIZED FINANCE AND WORLD WAR I 

While the Federal Reserve System gave member banks a 
source of emergency cash that was not controlled by the lead¬ 
ers of Wall Street, it did not directly affect the activity of the 
big investment banking houses. And, in spite of the fact that 
the younger J. P. Morgan lacked the Napoleonic qualities of 
old Pierpont, the trend of events increased for a time the 
power and prestige of the House. 

World War I began in Europe during a deepening depres¬ 
sion in the United States. In 1914 the nation was a net debtor 
on the balance of international security holdings to the extent 
of about two and a half billion dollars. With the likelihood of 
war many Europeans temporarily preferred cash to securities 
and tried to sell on the American market. So heavy were the 
selling orders on Monday, July 31st, at a few minutes before 
ten in the morning, that according to the President of the New 
York Stock Exchange, “A half-hour's session . . . would have 
brought on a complete collapse; a general insolvency in broker¬ 
age houses would have forced the suspension of all business 
... It is idle to speculate what the final outcome might have 
been.” 8 The Board of Governors voted not to open the Ex¬ 
change. Other exchanges took similar action, and unrestricted 
trading in stocks was not resumed until April 1915. 
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Instead of producing a flood of orders, the first effect of 
World War I was to cut the demand for American goods. Civil¬ 
ian orders dropped, and the governments of both sides re¬ 
garded their supplies of mat6riel as sufficient. To prevent 
drains on the American gold supply, the House of Morgan 
organized the leading bankers in a pool to limit the export of 
gold. Not until the spring of 1915 did European orders begin 
to come in sufficient volume to relieve the depression and re¬ 
verse the flow of money. 

The Allies foresaw the ultimate need for credit in the Ameri¬ 
can market and at once approached the House of Morgan for 
a loan. Somewhat reluctantly the American House took the 
matter up with the State Department, with the result that 
President Wilson on August 15,1914, made a statement against 
any loans to belligerent nations. As the needs of the Allies 
became more pressing, Robert Lansing, the legal counselor of 
the State Department, opposed Secretary of State Bryan's 
strict ideas regarding financial neutrality. In October 1914, 
Lansing persuaded Wilson to issue a statement that short-' 
term bank credits for facilitating trade were not to be subject 
to the ban on loans. Since such notes were sold by the sea¬ 
board banks as acceptances (paper endorsed by a bank) to 
banks in the interior, and renewed when the notes came due, 
the distinction between credits and loans was tenuous. 

The managing of a vast amount of ninety-day credit which 
was in fact not self-liquidating became increasingly awkward. 
Following the resignation of Bryan over the severe presidential 
attitude toward Germany in the Lusitania sinking of May 1915, 
the New York banking leaders pressed for government ap¬ 
proval of allied loans. Lansing, who had become Secretary of 
State, urged this policy on Wilson and, in September of 1915, 
the President relaxed his opposition. 

J. P. Morgan and Company now undertook the syndicate 
leadership for a $500,000,000 Anglo-French loan. The leaders 
had unusual difficulty in placing the loan. The general attitude 
on the part of the public that was pro-Ally appeared to be one 
of supreme confidence in the ultimate victory of their side. 
They felt no great pressure to buy bonds. In marketing this 
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and subsequent Allied loans, the House of Morgan became a 
major factor in sustaining the Allied cause, and added still 
more to its enormous prestige as the leader of Wall Street. 

By 1917 Allied credit was breaking under the strain of what 
then seemed massive creation of international debt. Some 
$2,000,000,000 in bonds and $1,000,000,000 in theoretically 
short-term paper had been absorbed by the American market, 
and the financial houses doubted their ability to market large 
additional issues. It was at this juncture that Germany solved 
the problem by bringing the United States government to the 
assistance of the Allies. 

It might have been difficult to keep the United States out of 
war. The country was deeply involved economically with the 
success of the Allied cause, and continued prosperity depended 
on the sale of supplies to Britain and France. The House of 
Morgan had been the leader in financing the Allies, and 
neither it nor many other important American firms were 
neutral in attitude. It seems almost certain that Wilsons neu¬ 
trality would not have stretched to the point of standing aside 
from an allied defeat. But when all of this has been said, the 
fact still remains that Germany deliberately took the risk of 
war with the United States by resuming unlimited submarine 
warfare in February 1917. Wilson had now merely to im¬ 
plement his previously announced policy of arming American 
merchant vessels, and war inevitably followed. 

Liberty loans by the government removed the pressure from 
the banking community, but also made the leading investment 
houses less important both in the war effort and in the postwar 
market. By 1920, twenty-one billion dollars' worth of govern¬ 
ment bonds made all previous bond selling efforts appear in¬ 
significant. Furthermore the easy money market created by 
this enormous base for additional credit plus high income and 
savings undermined the controlling position of the members of 
the former ‘money trust.” In the money market of the twenties, 
syndicates of relatively obscure or new houses could handle 
hundred-million-dollar issues without recourse to the old fi¬ 
nancial leaders. 
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A DECADE OF OVERCONFIDENCE 

Although their influence over new issues had declined, the 
older and larger houses cannot be absolved from whatever 
blame attaches to being caught in the general wave of over¬ 
optimism of the late twenties. While issues sponsored by the 
House of Morgan, for example, stood up better and had fewer 
defaults in the thirties than the average of those marketed by 
others, nevertheless the Morgan name was attached to some 
of the vulnerable holding company issues, and Morgan credit 
supported unwise financial operations such as those of the Van 
Schweringens. The record of the National City and First Na¬ 
tional Banks and their security selling affiliates, which had been 
formed before the war, was much the same. 

By 1928 Wall Street came to believe that the old-fashioned 
business cycle had been eliminated. “With the assistance of the 
Federal Reserve System,” wrote Paul M. Mazur of Lehman 
Brothers, “we may expect freedom from the unwarranted and 
annoying financial panics of the past...” 0 All but a handful of 
financiers were won over to the speculative enthusiasm. “There 
was a great deal of atmosphere,” recollected President Albert 
II. Wiggins of the Chase Bank. 10 

The twenties had opened inauspiciously with a deep de¬ 
pression in 1921 and early 1922, but in 1923 business boomed 
and except for brief recessions in 1924 and 1927 prosperity con¬ 
tinued until the last two months of 1929. While investment in 
real capital goods proceeded at a moderate pace, the war 
bonds and the increasing willingness of banks to lend money 
with common stocks as security produced a mounting credit 
inflation, mirrored in soaring urban real-estate and stock- 
market prices. 

The easy money market tempted all types of operators, from 
the main street office building promoter to the utility holding 
company tycoon, to think up new schemes for marketing 
securities. Big mortgages, often based on optimistic estimates 
of the value of hotels or office buildings, were broken up into 
five-hundred or thousand-dollar units and sold to small in¬ 
vestors. The readiness of the public to buy the stock and bonds 
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of pyramided holding companies made it possible for a few 
utility magnates like Samuel Insull or S. Z. Mitchell to control 
operating properties worth hundreds of millions with a negli¬ 
gible investment of their own. 

Elaborate pyramids were chiefly confined to the railroad and 
public-utility industries where investors had faith in the ulti¬ 
mate earning power of the operating units. 11 In manufacturing 
one or two levels of holding companies were frequently used 
as an ownership or managerial convenience, but seldom as a 
device for drawing in more capital. The arguments advanced 
for the elaborate pyramid was that managerial and operating 
efficiency was promoted by bringing companies together. In 
some instances where public-utility lines crossed and inter¬ 
wove, or railroads duplicated facilities, the argument seemed 
sound, but where the operating companies were remote from 
each other the economies were trifling. Often the over-all re¬ 
sult was more managerial expense rather than less. 

The role of the holding company in the boom of the twenties, 
however, was dependent not upon its efficiency or inefficiency, 
but upon the popularity of its stock as a speculative security. 
Mid-West Utilities, Electric Bond and Share, and other similar 
stocks soared to heights that bore no relation to the earnings of 
the operating companies. And at these inflated values the 
stocks were used as security for loans with the proceeds of 
which other properties were purchased. When prices crashed 
in the thirties, the Insull pyramid was found to be an in¬ 
credibly tangled mass of intercompany obligations, a family 
tree in which children came to control their parents, and 
brothers and sisters lived by borrowing from each other. 

Another of the devices that flourished in the easy money 
market was the investment trust. The invesior with small sav¬ 
ings could not directly achieve the security that comes from 
diversification of holdings, but he could accomplish this by 
buying a few shares in the trust, which would invest in a wide 
range of securities. By 1929 there were nearly four hundred 
investment trusts. 

As in the case of the pyramided holding company, there was 
nothing wrong in principle in such an arrangement; the trou- 
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ble came from speculative and unwise use of the funds. In¬ 
stead of making diversified purchases as disinterested in¬ 
vestors, the officers of the trust often bought large blocks of 
stock in order to gain control of companies, in effect perverting 
their trusteeship for personal power. Later, some trusts were 
used as dumping grounds for large blocks of stock that in¬ 
siders wished to dispose of. The Senate Committee investi¬ 
gating stock-exchange practices saw the investment trust as 
“the vehicle employed by individuals to enhance their per¬ 
sonal fortunes in violation of their trusteeship, to the financial 
detriment of the public.” 12 As a result, the stocks of invest¬ 
ment trusts declined more during the depression than the 
average of the market as a whole. 

Meanwhile the character of American banking was changing 
to fit the new relationships of credit, saving, and investment. 
With good rates of profit and a slackening in the rate of real 
capital expansion (see p. 25), successful companies found 
themselves relatively independent of banks. Before 1914 many 
companies had used most of their savings for expansion and 
provided for working capital, and even some fixed capital, by 
bank loans. In the twenties they tended to retire such loans 
from profits, and if additional capital was needed, to turn to 
the security market rather than the banks. Commercial banks, 
therefore, did less lending on sixty- or ninety-day renewable 
paper or open credit lines. When big businesses came to banks 
for money, they were likely to offer stocks and bonds as 
securities for sizable loans. This gave the banks less paper than 
could be rediscounted, and so reduced the ability of the Fed¬ 
eral Reserve System to control the money market through 
manipulating the rediscount rate. The change also produced 
large loans secured by thousands of shares of common stock 
which could not be sold readily on a declining market. 

The urban real-estate and stock-market booms brought pros¬ 
perity to the metropolitan banks, and the larger ones grew 
still larger through mergers. But in many country districts land 
values declined and small local banks, unable to collect their 
loans, failed by the hundreds: nearly a thousand went down in 
the prosperous year of 1926. As a result of mergers and failures, 
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the total of nearly 31,000 banks in 1920 had fallen to 25,000 by 
1929, 


BOOM AND BUST 

The stock-market boom that followed the mild recession of 
1927 and ended in the crash of 1929 must be seen in the light 
of the new financial arrangements. In spite of agricultural 
depression, a tapering-off of the market for most forms of 
capital goods, and no general increase in salaries or wages, the 
financial mechanisms created a runaway bull market 

To some extent this market was a product of salesmanship. 
Charles E. Mitchell, Chairman of National City Bank, trained 
young men and women to sell securities and then sent them 
out to find the investors. They and their counterparts from 
other leading banking and brokerage houses rang the door¬ 
bells of prosperous-looking citizens and urged them to increase 
their commitments in order to share in the speculative gains. 
Margin accounts were carried legally with as little as 25 per 
cent equity, and temporarily with much less; homes and busi¬ 
nesses were mortgaged to buy common stocks; and with this 
inflow of money the market rose higher and higher without 
regard to underlying economic probabilities. 

In the scramble to make money by selling securities the old 
leaders of Wall Street were as culpable as the new. National 
City, Chase, and First National Banks through their security 
affiliates and Lee, Higginson, Kidder, Peabody, and the House 
of Morgan all marketed securities of questionable worth to 
gullible customers. As A. H. Wiggins explained, it was “the 
times.” 

The widespread frenzy for easy profits literally pulled itself 
along by its own bootstraps. Buying on installment or by dis¬ 
counting stock-market profits through increasing loans pro¬ 
duced record-breaking consumer purchases in 1929. Employ¬ 
ment in finance rose to a point where the salaries and wages of 
such workers exceeded those in mining and agriculture com¬ 
bined. But such a process had its limits. Customers became 
loaded with installments, the effective demands for housing 
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and luxuries were temporarily met, and the fact that capital- 
goods investment was not proceeding rapidly threatened em¬ 
ployment. 

At all events — and the precise relationships in the boom 
and collapse of 1929 are still the subject of intensive study — 
the more cautious Wall Street operators, noting the decline of 
automobile sales and new housing, began to doubt the stability 
of high security prices by the late summer of 1929. In spite of 
withdrawal by such cautious insiders, and contracting broker’s 
loans, stock prices advanced into September and maintained 
high levels until October. People who had come to depend on 
stock market profits for their new clothes or automobiles 
could not afford to withdraw from the market. By October 1, 
1929, the value of listed stocks on the New York Stock Ex¬ 
change, which had been $27 billion on January 1, 1925, stood 
at $87 billion. 

The collapse of the speculative structure came in a series of 
breaks, that started on October 15, of which the most serious 
was that of Thursday, October 24, when nearly thirteen million 
shares were traded, and prices underwent the greatest decline 
in the history of the stock exchange. Some issues dropped many 
points before any bid was forthcoming. And brokers fre¬ 
quently sold the stocks of their margin accounts without giv¬ 
ing the “owner” time to supply more cash. 

At this juncture the partners of the House of Morgan tried 
to stem the panic as J. Pierpont had in 1907. Early in the day 
leading bankers met conspicuously at 23 Wall Street, the Mor¬ 
gan “Corner,” and early in the afternoon partner Thomas W. 
Lamont announced that they would support the market. Later, 
Richard Wliitney, representing the House of Morgan on the 
floor of the exchange, walked to the post where United States 
Steel was selling for 190, and dramatically bid 205 for 25,000 
shares. But all such efforts did not greatly exceed the success of 
King Canute with the waters of the sea. The pressure for 
liquidation was too strong to be arrested by Wall Street leader¬ 
ship. 

In 1907 the greatest service of J. Pierpont Morgan and his as¬ 
sociates had been in saving banks from failure as the results of 
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runs. In the successive market breaks of October, November, 
and December 1929, the failure of metropolitan banks was not 
a serious issue. For the time being the Federal Reserve Sys¬ 
tem cushioned the shock and the depositors were not panicky. 
For these reasons it was possible for President Hoover to call 
it a speculative panic and to reassure the public that the sound 
productive processes of the country had not been impaired. 

WHAT WAS ‘"FINANCE CAPITALISM?” 

The collapse of 1929 marked the end of a period in United 
States history during which investment bankers had exerted 
unusual influence in the economy. From their rise to power in 
the eighties and nineties, investment houses had become in¬ 
creasingly interested in the financial management of highly 
capitalized companies. J. P. Morgan and Company and its 
Wall Street allies symbolized, and to a degree led, the move¬ 
ment. Although business power is a vague concept, it seems 
safe to say that during the first thirty- years of the twentieth 
century the House of Morgan was the most influential Ameri¬ 
can firm. 

But how influential was any single business firm in a group 
of hundreds of big companies and thousands of medium size? 
The direct Morgan influence was chiefly in finance, railroads, 
shipping, electricity, and large-scale manufacturing. Up to the 
1920 s, at least, the influence of other Wall Street houses was 
generally confined to the same areas. The new automobile in¬ 
dustry and the old textile industry were conspicuous examples 
of scores of types of business in which investment-banking in¬ 
fluence in the first two decades was slight. In small-scale manu¬ 
facturing, wholesaling, retailing, and sendee, which comprised 
most of American business activity, there was no discernible 
period of finance capitalism. That in times of crisis, such as 
1907, 1914, 1921, or 1929, the “money trust” seemed to be at 
the helm of the economic ship may have been because the 
disturbances were of a financial nature, and the financiers were 
at the scene of action. 

The stock-market boom of the late twenties appears in 
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retrospect to have been a time when the people of the country 
temporarily lost their sane judgment. But how many people? 
Perhaps four million out of nearly fifty million people with in¬ 
comes had any stock-market holdings, and there were only 
half a million margin accounts. To control such a small group 
in the interests of national stability would seem an obvious 
solution, but unfortunately the small group were the most in¬ 
fluential citizens, not only in finance, but also in industry, trade, 
and politics. 

In the middle of this period of the increasing influence of 
financiers the country acquired a banking system designed 
to break the control of Wall Street over ultimate bank reserves 
and to provide a more elastic currency and credit. The Federal 
Reserve system partly achieved these purposes. It might also 
have produced greater financial stability if problems had been 
visualized in advance, or the deflationary views of the central 
board had been more acceptable to the political and business 
communities. But it took the final lesson of 1929 to bring more 
adequate powers to the Federal Reserve System, and to pro¬ 
duce laws regulating security operations. 

In the light of earlier history, perhaps no amount of Federal 
Reserve action could have prevented some break and ensuing 
depression. American business had never made the transition 
from a period of high optimism to one of caution or pessimism 
without severe financial difficulties. Basic to the situation was 
a declining rate of real capital formation that was undermining 
the stock-market boom, and no plans for new major areas of 
investment appeared in 1929 to alter the trend. 


THE PASSING OF THE OLD ORDER 

The cataclysm of 1929 did more than ruin the reputation 
of financiers; it undermined public faith in the basic phi¬ 
losophy of American business. The business leaders of the late 
twenties believed in the nineteenth-century idea of a self¬ 
regulating capitalist economy based on natural economic laws. 
The theory called for a society in which government limited 
its functions to those necessary for physical and legal security; 
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it assumed that natural laws operated in such a way that the 
able man who worked hard would benefit society and be finan¬ 
cially rewarded; it regarded business depressions “as passing 
interruptions of progress/' 13 Influenced by these beliefs, 
neither political party held the federal government responsible 
for unemployment relief or support of the aged. The prevail- 
ing philosophy of both major parties in the twenties was un¬ 
changed from that expressed in Cleveland s Second Inaugural 
Address: “While the people should cheerfully and patriotically 
support their government its functions do not include the sup¬ 
port of the people.” 14 Pursuing the idea of a limited govern¬ 
ment, the Republicans held both federal employment and ex¬ 
penditures roughly constant from 1923 through 1929. 

Compared with later decades, the old order was an economy 
of lower wages for workers and higher incomes for the middle 
and upper classes. According to rough estimates, the share 
of the national income received by the top 10 per cent had 
been increasing since at least 1910 and reached nearly 40 
per cent of the total by 1929, while that of the lowest 10 per 
cent had been falling. 

In the late twenties the belief that any man could succeed 
by intelligence and hard work had been given additional 
force by the stock-market boom. Now it seemed every man 
could become financially secure by modest saving and invest¬ 
ment. John J. Raskob, chairman of the Board of General 
Motors, and also of the Democratic National Committee in 
1928, wrote in the summer of 1929: “If a man saves $15 a 
week, and invests in good common stocks and allows the 
dividends and rights to accumulate, at the end of twenty years 
he will have at least $80,000 and an income from investments 
of $400 a month. He will be rich. And because income can do 
that, I am firm in my belief that anyone not only can be rich, 
but ought to be rich.” 15 

The ensuing depression that erased some common stocks 
altogether and left other speculative favorites at 4 or 5 per 
cent of their former value, abruptly ended the era that in¬ 
spired Mr. Raskob's soliloquy. But basic social change is sel¬ 
dom as sudden as it appears to be on the surface of events. 
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The wholly self-regulating economy and the wholly self-re¬ 
liant individual had been a myth born of wishing. Although 
government activities had reached low points at various times 
in the nineteenth century the states had never completely re¬ 
frained from regulating and assisting business or owning enter¬ 
prises. Effective federal regulation of railroads, prepared foods, 
and drugs had appeared in the first decade of the twentieth 
century. During the period that federal expenditure was being 
held down by Coolidge and the Republican Congressional 
majority, state and local expenditures for paving, public build¬ 
ings, and other improvements were skyrocketing. The auto¬ 
mobile era needed far more public equipment than did the 
railroad age. 

Airplanes and electricity joined the automobile in calling 
forth both federal and state regulation and support. Airlines 
and interstate transmission of electric power soon came under 
federal regulation. Large airports, and the system of beacons 
to guide flights were publicly owned. Highways and bridges, 
destined to be the biggest single type of investment other than 
building construction, fell into the hands of government with¬ 
out protest from private enterprise. 

In a long view of United States economic growth, the period 
of relatively uncontrolled industrial business may be seen as 
coming to a gradual end between 1870 and 1935 and the 
aphorisms of the twenties may be heard as parts of a swan 
song. 
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1930-1955 
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c $uAine66 in Stagnation and Soom 


n no previous period had the American economy 
swung so violently from prosperity to deep depression and 
back again as it did in the years 1929 to 1955. The shifts were 
so violent that they deeply affected not only business but the 
national culture as well. The United States of the early 
thirties, with a quarter of its workers unemployed, its busi¬ 
ness leaders in despair, and its intellectuals thinking in terms 
of fundamental political and social change, was very different 
from the self-satisfied nation of the late twenties, or the new 
government-underwritten society of the forties or fifties. 

In viewing the performance of the economy, with the 
graphic profiles of dollar volume of business, employment, 
or stock prices suggesting the ups and downs of a roller 
coaster, a prime question is bound to be, why did it happen 
this way? Why in a relatively mature and stable society should 
real national income, after having been nearly cut in half in 
only three years, treble within the next generation? Business¬ 
men, of course, made the decisions that accounted for these 
swings, but the decisions were influenced by underlying forces 
that no one thoroughly understood. Political and social inno¬ 
vations, fathered by depression, were passed on to a period of 
war and prosperity where they took on new meanings and 
gave a new form to American society. 
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THE HOLE OF TECHNOLOGY 

Marked differences in the rate of technological change could 
explain uneven business performance. Was the period 1925 
to 1940 one in which technological change failed to produce 
new incentives for capital investment by business, and was 
the period 1940 to 1955 one in which technology encouraged 
the rapid creation of new capital goods? 

The answers to such questions must take into account fac¬ 
tors outside the realms of either business or invention. Tech¬ 
nological developments such as rural electric power, new high¬ 
speed highways for automobiles, or facilities for commercial 
aviation might have been pushed by both private business and 
government to a greater extent than they were in the thirties 
had it not been for the prevailing national psychology. But 
the element that finally turned the tide and kept it flowing 
in one direction was technology for war. The highly mecha¬ 
nized and scientific character of modem armament gave a boost 
to investment in capital goods and demanded complex equip¬ 
ment unprecedented in American experience. Furthermore, 
even in time of peace the new airborne, electronic, and nuclear 
equipment was made obsolete by subsequent technological 
advance at a rate never dreamed of by the automobile or 
radio industries. In 1954, in a period of as secure a peace 
as the world appeared likely to enjoy in the foreseeable future, 
the United States government let thirty-nine billion dollars’ 
worth of contracts for new equipment. In 1932 the entire na¬ 
tional income in equivalent dollars had been some ninety 
billion. 

Thus, in a broad sense, the change came from new tech¬ 
nology, but more narrowly it resulted from the fact that new 
devices were needed for war. Had peace continued in the 
early forties there would seem to be no reason to suppose 
that the demand for electronic devices, new airports and 
planes, or atomic-energy plants would have been such as 
to raise the economy to new heights of productivity. 

In the long run, more important than the demands of mili¬ 
tary technology itself was the stimulation it gave to all forms 
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of industrial reseach. By the 1950's management was “re¬ 
search-minded.” Whereas in earlier years research expendi¬ 
tures had often been hard to justify to bankers or boards of 
directors, now research came to be regarded as the most 
promising form of investment. By the middle fifties 3,000 com¬ 
panies had research facilities employing 500,000 workers. 1 
From the efforts of these workers, carefully oriented toward 
marketable products or improvements, came an unprecedented 
demand for new capital investment. 

Whether basic science would progress rapidly enough to 
open new areas when old ones reached stability remained a 
question. In general, business money was not directly spent 
on basic scientific experimentation from which wholly new 
lines of procedure might emerge, but in perfecting and pro¬ 
tecting existing processes and ways of doing things, or in a 
search for improvements which would soon be salable. There 
were of course exceptions, such as chemical companies' inter¬ 
est in basically new products even if development costs were 
high, but the tendency was to work for the ultimate refinement 
of existing equipment or methods. Automobile companies, 
for example, wanted better performance from gasoline-driven 
vehicles, not a substitute for the automobile. 

From corporate research came great changes in electricity, 
chemicals, and synthetic materials. Scarcely a major area of 
American life escaped the effects of these changes. The char¬ 
acter of factories, business offices, homes, communications, 
and transportation was altered. These changes would have 
insured a certain volume of new investment regardless of the 
technology of war, but whether it would have become suf¬ 
ficient to produce full employment in the face of continuous 
technological elimination of jobs remains unanswered. 

Many of the new devices displaced workers. Mechanical 
operations gave way to electrochemical processes that saved 
labor and were more reliable. As natural products were re¬ 
placed or modified by synthetic substitutes, there was usually 
a saving in labor cost. 

Such synthetics advanced on a broad front. By 1955 rugs of 
tufted acetate fiber began to replace the wool carpet of 1930; 
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other chemical fibers were displacing both cotton and wool 
in clothing; natural rubber was modified to give it many dif¬ 
ferent qualities; plastics, treated plywood, and synthetic fire¬ 
proof boards were substituted for wood; and the chemistry of 
metals became ever more complex. 

Such changes meant that, on the one hand, nearly every 
factory and home operated with less manual work, but, on the 
other hand, a rapidly expanding chemical industry opened 
new areas for investment and jobs. To the consumer, the syn¬ 
thetic fibers used in many articles of clothing were the most 
obvious of the new products. The Du Pont company took the 
lead in this development. By 1935, after two decades of im¬ 
provements on the original English and French processes, 
rayon had gained 80 per cent of the market previously held by 
natural silks and was making large inroads on the cotton 
business. Rayon in sheet form made cellophane an airtight 
wrapping material. Du Pont experiments with synthetic fibers 
in the late thirties and forties produced Nylon, Orion, Dac¬ 
ron, and other patented products. The expiration of the Nylon 
patent in 1955 led to its production by a number of firms. 
While these developments nearly eliminated raw-silk imports 
from Japan and threatened the use of wool, some of the 
chemical processes consumed cotton and other crops such 
as soy beans that could be grown on cotton land. 

Synthetic fibers were separated more by use than by chem¬ 
ical nature from plastics. In the 1860 s English and French 
chemists had developed high-cost plastics, but an American, 
John Hyatt, first produced a cheap plastic, celluloid, in 1869. 
This had considerable success as a substitute for ivory in 
billiard balls and toilet articles, and for linen or cotton in 
men's collars. Another plastic, bakelite, was used for electrical 
insulation and for some consumer goods in the early twen¬ 
tieth century. The major upswing in plastics, however, oc¬ 
curred after 1930 when synthetic resins and other foreign 
inventions were put into production in the United States. 
By the end of World War II general plastics were nearly as 
widespread as synthetic fibers. 

From the standpoint of massive achievement and demand 
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for new capital investment, the most important single area of 
chemical alteration of natural products was in petroleum. 
Various fractions of crude petroleum became the raw material 
for a large part of the chemical industry, and chemical ad¬ 
vances such as catalytic cracking completely altered oil re¬ 
fining. Although listed separately from the chemical industry 
by the census bureau, the high-octane gasoline that led, in 
turn, to high-horsepower gasoline motors was the product of 
complex chemical processes. 

The elimination of manual operations took many forms. 
Processes controlled by central panels of electrically operated 
valves and meters were a step toward the automatic factory. 
Almost every new electrical or chemical process required 
fewer workers and allowed for more efficient operation than 
did older methods. Many of the new communication devices 
within the plant depended on the electronic tube developed 
before World War I. Operations involving sorting, counting, 
starting, or stopping were made automatic by the photoelectric 
cell, and cutting operations were replaced by stamping and 
pressing. In construction, labor-saving electric welding ap¬ 
peared, and prefabricated synthetic panels began to reduce 
the need for masons, carpenters, and plasterers. In transporta¬ 
tion the steam locomotive was rapidly replaced after 1945 by 
the Diesel engine, which applied its power tlirough electric 
motors. Atomic-energy development, relying heavily on elec¬ 
trical processes, promised electric public-utility plants at large 
savings in man-hours. Pipelines and conveyor belts, old in 
principle, were greatly extended in the forties and fifties to 
reduce human handling of materials. 

After 1940, the nation did not have to worry about "tech¬ 
nological unemployment.” War and postwar developments 
made scarcity of workers and materials a more continuous 
problem. But the old questions of balance between technolog¬ 
ical displacement of labor and the expansion of productive 
equipment that would employ labor always remained. 

Apart from its effects on the economy, industrial (as well 
as government and academic) research made the United 
States less dependent on England or the rest of Europe for 
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scientific knowledge and new processes. In fact, by the 1940’s 
the United States was abreast of or leading the other nations 
of the western world in most areas of applied science. After 
World War II the traditional pattern was noticeably reversed: 
instead of Americans going to Europe to see what was new, 
European business leaders sent observers to the United States. 
And if it used its income wisely, the United States could 
afford to buy enough research time to maintain its position. 

THE ECONOMIC BACKGROUND 

Obviously, over-all figures on economic growth for this 
period must obscure the character of the business changes. 
Yet business development after World War II has to be seen 
in the light of the dramatically altered economic situation. 
By taking the average figures from a number of different 
economic statistics for three three-year periods (1928-1930, 
1938-1940, and 1948-1950), it is possible to see how the stag¬ 
nation of the earlier years contrasted with the great upswing 
of the forties. For example, taking the per capita income, ad¬ 
justed for changes in price, as a measure of growth, the rate 
for the earlier period was only 5 per cent, the smallest increase 
for any like period in American history for which reliable 
figures have been collected. 2 In fact, the average real per 
capita income for the decade of the thirties was less than for 
the twenties. 3 Again, this was something new in reliably 
measured American experience. In contrast, the averages for 
the years 1938-1940 and 1948-1950 show that between the 
two periods real per capita income rose more than 37 per 
cent, an increase recalling the best decades of the nineteenth 
century. 4 Furthermore, the same trend continued, with some 
minor ups and downs, through 1955. 

Similar changes were reflected in capital investment. From 
1930 to 1939 net capital formation was less than 1 per cent 
of national income, and in the worst years of the depression 
the economy as a whole lived on its capital. For 1948 to 1950 
the percentage of income going into capital has been estimated 
at 11.1 per cent, a rate slightly above that of the 1920s, but 
slightly less than for earlier periods. It should also be noted 
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that the rate of investment, unlike that in the twenties, ex¬ 
ceeded the rate of savings by perhaps 1 per cent and therefore 
had an inflationary effect on prices. 5 

Government underwriting of risk was an important ele¬ 
ment in maintaining the level of investment. Building con¬ 
struction, the old standby of American capital creation, had 
been somewhat stimulated by federal mortgage guarantees 
and slum-clearance expenditures in the late thirties, but the 
continuing effect of these policies from 1945 on became a 
major element in the postwar boom. Government-guaranteed 
mortgages allowed construction firms, responding to the op¬ 
portunities opened up by prosperity and the automobile, to 
build vast suburban developments and sell them to customers 
with little or no down payment. 

If one turns from income and investment to physical produc¬ 
tion, the same patterns of stagnation and boom emerge. From 
the average for 1928-1930 to that for 1938-1940, physical pro¬ 
duction of goods lagged slightly behind growth in popula¬ 
tion. From 1938-1940 to 1948-1950 the average per capita 
product increased nearly 50 per cent. 0 

In the period 1900-1930 people employed in transportation, 
public utilities, trade, and finance, who for simplicity have 
been referred to as those in service, increased much more 
rapidly than workers in manufacturing (see p. 25). But in 
the most recent period both depression and military expen¬ 
diture appear to have halted the trend. The table shows the 
major changes in general types of employment. 


Average Distribution of Employed (in millions) a 


Period 
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cul¬ 

ture 
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factur¬ 

ing 

Con¬ 
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con¬ 
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tion 

Ser¬ 

vice 

Gov't. 
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military) 

1928-1930 

ii.3 

9.9 

1.5 

14.5 

3.0 

1938-1940 

11.7 

10.1 

1.2 

14.3 

4.0 

1948-1950 

10.8 

14.8 

2.2 

20.1 

5.8 


* Source: Estimates based on samples taken by Bureau of Labor 
Statistics. 
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Modem military needs, aside from maintenance of troops, 
put an emphasis on the manufacture of costly and intricate 
equipment, but outside of government employment they 
created little demand for service. The rise of employment in 
contract construction was to some extent the result of military 
needs, but even more attributable to government guarantee 
of mortgages. It is interesting to note that World War II and 
its aftermath made a larger lasting addition to government 
civilian employment than did the depression and the New 
Deal. 

Another occupational change was the increasing employ¬ 
ment of women. In 1900, employed women accounted for 
about 13 per cent of the female population, and employed 
men, 60 per cent of the male. By 1940 the rate had gradually 
climbed to 20 per cent for women, while the male rate re¬ 
mained relatively constant. The percentages for both sexes 
jumped during the war, but the employment of males rapidly 
returned to about 60 per cent, and the rate for women leveled 
off at around 25 per cent. The approximate doubling of female 
employment marks both the large increase in office work 
of all kinds and the replacement of men by women in such 
jobs. So massive were these shifts that they made the decline 
of textile factory work and domestic service for women appear 
small by comparison. 

A new aspect of the upswing from 1940 on was the extent 
to which wage earners benefited. In earlier times wages had 
usually fallen behind prices during periods of inflation and 
had risen in purchasing power during the periods of declin¬ 
ing prices. Or in economists’ terms, wages had tended to be 
stickier than prices. For a number of reasons, including 
steady employment, a friendly government, the attitudes of 
professional management, and strong union organization, 
wages now outran price increases. Real wages, which had 
risen slightly in the decade of the thirties, had advanced 
nearly 40 per cent by 1950. Manual workers were unquestion¬ 
ably better off than ever before in American history and were 
receiving a larger share of the total national income. 

If income after taxes is considered, the change of the forties 
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is even more striking. The average worker with a family of 
three dependents paid relatively little in taxes, probably no 
more than 5 per cent of his total income, while the top in¬ 
come receivers, the roughly 1 per cent whose incomes were 
$15,000 a year or more, paid from 20 to a maximum of 91 
per cent. "The share of the top one per cent in total income 
was 19.1 per cent in 1929/' writes Arthur Burns, "and 7.7 per 
cent in 1946 . . . Since the share of this group dropped 11.4 
points out of a total possible drop of 18.1 points, on the basis 
of this yardstick the country had traveled almost two-thirds of 
the distance toward absolute income equality.” 7 From 1946 
on these income relations changed more slowly, but change 
continued in the direction of higher real wages. As can be seen 
from the tax rates, the leveling oif of high incomes was in 
large part the result of transferring money from prosperous 
individuals to the government. 

THE RIDDLE OF STAGNATION 

The statistics tell what happened but not how or why. 
Except for the height of the stock-market boom the twenties 
were not superficially different from other prosperous decades 
in American history, but the depression of the thirties was un¬ 
precedented in its severity. According to standard series the 
dollar volume of business sank from 16 per cent above normal 
in July 1929 to 49 per cent below normal in July 1932, and 
the descent describes a fairly straight line between the two 
poists, save for a slight rise in early 1931. 8 No previous de¬ 
pression, according to the same series, had ever deflated the 
dollar volume of business by more than 35 per cent, but this 
drop amounted to 56 per cent. Furthermore, the level of the 
late twenties was not reached again until 1937. During the 
thirties economists and businessmen perforce addressed them¬ 
selves to the question of what had happened to the business 
system. 

Responsible economists and political leaders talked of eco¬ 
nomic stagnation and the mature economy. The American 
dream of an ever higher standard of living appeared to have 
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ended. Some thought that Thorstein Veblen had been right: 
the Captains of Business had strangled the economy. 

But businessmen, of course, thought differently. One group 
who were not economic theorists supported the views of the 
President. ‘In the large sense/' wrote Herbert Hoover, “the 
primary cause of the Great Depression was the war of 1914- 
1918. Without the war there would have been no depression 
of such dimensions/' 9 Very briefly and oversimply, the argu¬ 
ment was that the war left the Western world with a burden 
of debt that could not be borne, as well as with currency prob¬ 
lems that were never settled. For some years the situation was 
nursed along with American loans, but since the United States 
tariff precluded collection of interest and principal through 
the essential surplus of imports over exports, a day of reckon¬ 
ing had to come. From a Western-world standpoint the war 
was unquestionably an upsetting factor of great magnitude; 
from the standpoint of the domestic affairs of the United 
States the argument is less convincing. American participation 
in the war was brief, and even in 1918 the economic drain 
did not rise above 25 per cent of the national income. It ap¬ 
pears doubtful whether this short-term shift to war produc¬ 
tion, or the building up of what was, in relation to the national 
income, a moderate debt should have caused such violent 
movements in the economy a decade later or seriously weak¬ 
ened its ability to recover from depression. 

Another argument of businessmen, resting on adverse gov¬ 
ernmental activity, was the complaint that government regula¬ 
tion had already progressed so far by 1930 that enterprise was 
discouraged and the self-adjusting character of the economy 
largely destroyed. This school of critics usually dated the be¬ 
ginning of the difficulties from state railroad legislation in the 
1870s, or the federal Interstate Commerce Act of 1887. The 
Progressive movement, state and federal, added many more 
laws regulating working conditions, business combinations, 
railroads, and public utilities. The conservatives' fear of the 
effect of these laws was similar to that in the New Deal period. 
Mark Twain wrote in 1907, “Mr. Roosevelt has done what he 
coujd to destroy the industries of the country, and they all 
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stand now in a half-wrecked condition and waiting in an ague 
to see what he will do next.” 10 In this same period corpora¬ 
tion and graduated personal income taxes had their begin¬ 
ning. Later there was a widespread fear that the necessary 
growth in federal power during World War I might lead to 
socialism. While these fears were proved groundless by the 
postwar political regimes, it was nevertheless true that busi¬ 
ness was somewhat more regulated than before the war, and 
considerably more so than in 1900. 

Carrying on the same line of reasoning it was argued that 
"normal” recovery would have started at a rapid rate in 
August 1932 had investors not been scared by the probable 
election of a liberal Democratic president in November. "I 
do not think there is any question,” wrote Paul W. Litchfield 
of Goodyear, "that America would have worked its way out 
of that depression if the Hoover Administration had remained 
in office . . . But the new administration which came into 
power in 1933 had a different idea. It did not talk about 
hard work, thrift, resourcefulness. The government would fix 
things.” 11 After the election things went from bad to worse, 
and after the Roosevelt inauguration, new reforms, regula¬ 
tions, and taxes continued to inhibit the risk-taking activity of 
entrepreneurs and investors. 

There was another facet to this "strait-jacket” argument 
that was not emphasized by big businessmen. The rigidities 
blamed on government regulations and the discouragement of 
new enterprise attributed to taxes or controlled rates could 
also be regarded as unwanted by-products of big business it¬ 
self. By the 1920’s about half of the industrial production of 
the United States was in the hands of large corporations. 
In railroads and public utilities the giant company was prac¬ 
tically the rule. No matter how carefully they studied manage¬ 
ment and operation, these big companies could not preserve 
the flexibility, speed, and daring of smaller business. New 
risks were assessed from the standpoint of managements fidu¬ 
ciary obligations to thousands of stockholders; changes were 
slowly and carefully examined in the light of their effect upon 
a complex organization; markets were well enough controlled 
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as to both price and production to permit delay in the intro¬ 
duction of upsetting innovations. No one has found quantita¬ 
tive measures that could weigh these various deterrents to 
recovery, but obviously the problem was one involving many 
forces. 

A widely believed explanation for the falling off of the rate 
of economic advance was found in the closing of the West 
and the “maturity’' of the economy. President Franklin D. 
Roosevelt and other New Dealers made much of this argu¬ 
ment. The buoyancy and drive of the American economy had 
depended, they claimed, largely on the development of new 
western lands by farmers or ranchers, and the exploitation of 
western lumber and mineral resources by private capital. 
Speaking in San Francisco in 1932, Roosevelt said, “A glance 
at the situation today only too clearly indicates that equal¬ 
ity of opportunity as we have known it no longer exists. Our 
industrial plant is built; the problem just now is whether under 
existing conditions it is not overbuilt. Our last frontier has 
long since been reached, and there is practically no more free 
land.” 12 Many scholars argued that European economy had 
expanded in the nineteenth century because of the exploita¬ 
tion of the more temperate and habitable areas of new con¬ 
tinents, and the chance for further enterprises of this kind had 
also greatly diminished. Meanwhile, the “mature” industrial 
nations had built their basic equipment to a stage where little 
more investment was needed at home. “Our task now,” con¬ 
tinued Mr. Roosevelt, “is not discovery or exploitation of 
natural resources, or necessarily producing more goods. It is 
the soberer, less dramatic business of administering resources 
and plants, already in hand ...” 13 

True as the argument may have been from the standpoint 
of contemporary psychology, it proved false economically and 
historically. The “maturing,” if it existed at all, was obviously 
connected with a stage of technology, if technological change 
were in truth progressing at either a constant or accelerating 
rate the “maturity” could not last. With the overwhelming 
majority of the people of the world, including many in 
Europe and the United States, living in essentially pre-in- 
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dustrial conditions, it seemed far too early to talk of lack of 
rather routine possibilities for further expansion. 

The apparent lack of opportunity may have been partly the 
result of business attitudes toward risk-taking and investment 
that were maladjusted to the technological level of the econ¬ 
omy — that is, to the kind of opportunities offered. Social in¬ 
stitutions and psychological factors, affect the course of busi¬ 
ness activity, and the failure to exploit either American or 
world-wide opportunities to the utmost may have had, as we 
shall see later, social-psychological causes. 

An explanation of the depression that appealed to large 
numbers of professional economists in the thirties was put for¬ 
ward by the British theorist and statesman, John Maynard 
Keynes. His hypotheses regarding reasons for “irregular 0 
performance of the economy were the most exciting and im¬ 
portant modifications in classic economic theory since its 
comprehensive exposition by Alfred Marshall in the late 
nineteenth century. He started from the established fact that 
national income was chiefly spent on either producer or con¬ 
sumer goods. But he argued that whereas consumer expendi¬ 
ture depended mainly on the size of the national income and 
the character of its distribution between the poor and the 
rich, and for all practical calculations varied only as these ele¬ 
ments varied, producer goods expenditure, or investment, 
depended mainly on the state of business sentiment. 14 The next 
step in Keynes s argument was that the national income could 
only increase if investment increased, and vice versa — a prop¬ 
osition with which most businessmen would agree. And fi¬ 
nally he concluded that “the duty of ordering the current vol¬ 
ume of investment cannot safely be left in private hands, 015 
left, that is, to “business sentiment.” 

He deduced a further theorem that was to form an impor¬ 
tant justification for progressive taxation and government sub¬ 
sidy or aid to low-income groups. He asserted a “fundamental 
psychological law that men are disposed, as a rule and on the 
average, to increase their consumption as their income in¬ 
creases, but not as much as the increase in their income” 16 
Obvious corollaries of this law were that more even distribu- 
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tion of income would increase consumption, and that depres¬ 
sion could be caused by too much of the national income go¬ 
ing to wealthy individuals who neither consumed sufficiently 
nor invested their surplus in activity employing labor. 

Applied to the situation of the thirties, the argument ran 
that bad income distribution had produced oversaving and 
underinvestment and hence underemployment of resources. 
Already acted on by practical politicians, Keynes’s book gave 
these ideas the appeal of the fine logical mechanisms of classic 
economic theory. Regardless of the truth of the theory, and 
many disagreed with it as stated by Keynes, it seemed to fit 
snugly with the American data. As noted in Chapter 2, the 
share of the top tenth of income receivers had probably been 
increasing since, at least, 1910. Simon Kuznets’ figures, pre¬ 
pared for the National Bureau of Economic Research indicate 
that the share of the 1 per cent who received the highest in¬ 
comes increased over 13 per cent between 1919 and 1929. 17 
Since practically all of the net saving available for risk-taking 
investment was made by the top tenth and most of it by the 
top twentieth, 18 this shift in income distribution could allow 
a great increase in saving with no proportionate increase in 
consumption. According to Harold Moulton of the Brookings 
Institution: "If, in consequence of wide variations in the dis¬ 
tribution of income, the proportion of the national income that 
is saved expands rapidly there results a maladjustment which 
retards rather than promotes the expansion of capital.” 19 With 
consumption staying nearly the same, the investor might see 
no available use for his money. 

Although the New Dealers and other Western political 
leaders, who were learning by practice that government spend¬ 
ing could create prosperity — the lesson that introduced a new 
economic era — were happy to embrace Keynes as their 
prophet, it is not clear that bad income distribution was the 
chief villain of the early thirties. Figures are lacking for 1900, 
but it appears likely that concentration of income in the upper 
brackets was also proceeding during the more satisfactory 
period of economic growth from 1900 to 1913. One differen¬ 
tiating factor was a rapid rise in agricultural income during 
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the earlier period, as compared with a general tendency to 
decline from 1920 to 1939. 20 

So the argument on the basis of income distribution is in¬ 
conclusive and brings us back to psychological questions such 
as how much does the rate of investment depend on obvious 
business opportunities that require little imagination? Can 
one treat such relationships in general theoretical terms or is 
it not necessary to analyze a particular economy, with particu¬ 
lar business outlooks and habits, at a particular juncture in 
both technology and politics? Two famous business-cycle 
theorists, Count Kondratieff and Joseph Schumpeter, both 
answered the second question in the affirmative as far as tech¬ 
nology is concerned. They held that certain capital-consum¬ 
ing innovations stimulated long uptrends in economic activity, 
and in the absence of such innovations the rate of increase 
declined. 

A somewhat similar type of argument is based on changes 
in the birth rate: a falling rate tends toward economic stagna¬ 
tion, and a rising rate produces increasing demand and there¬ 
fore increased economic activity. Granting that mortality re¬ 
mains constant or declines, the premises are obviously true, 
but cause and effect are not clear. It is argued that falling 
economic activity depresses the birth rate, and vice versa. 
During these years the birth rate lagged slightly behind 
marked changes in dollar volume of business, and therefore 
had a reenforcing effect on any continued movement. From 
1929 to 1930, for example, the birth rate rose slightly and then 
started to fall in 1931. Similarly while the depression, of 1937 
to 1939 reached bottom in 1938, the year of lowest birth rate 
was 1939. At all events, a general upward swung in the birth 
rate after 1939 and a downward swing in mortality after 1936 
gave added support to the long boom. 

Whether or not the failure of American investment in 
physical equipment to revive automatically after 1929 was 
caused by the effects of World War I, government regula¬ 
tion, the inflexibility of big business, newly achieved economic 
maturity, an income distribution that produced “excessive” 
saving, or the absence of fortuitous innovations requiring large 
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capital investment, the lag in capital formation had become 
marked even in the late twenties. In 1924 financing that re¬ 
sulted in additions to physical equipment was 76 per cent of 
the net total of new financing; in 1929 it was only 35 per cent. 
Furthermore, the dollar total was lower, standing at $3,186,- 
000,000 in 1929 as against $3,466,000,000 in 1924. 21 Somehow 
or other, in spite of continuing changes in technology, Ameri¬ 
can productive investment had reached a nearly static level, 
one too low for the expansion of the economy at its old rate. 
With the collapse of demand in the depression there was 
consequently little incentive for investment in new equipment. 


THE GREAT BOOM 

The greatest depression in American history may remain 
the subject of argument for many years, but there is almost 
no dispute regarding the basic causes of the greatest boom. 
The demands of war on an unprecedented scale, the entrance 
of government into both innovation and the encouragement 
of capital investment, the backlog of normal consumer demand 
from four years of war, and continuing government expendi¬ 
ture in the postwar years are sufficient causes for the boom, 
and they collectively were of such magnitude as to be beyond 
dispute. The rise in government expenditures at all levels from 
15 per cent of national income in 1929 to 21 per cent in 1949 
has already been noted. From 1950 to 1953 federal expendi¬ 
tures, chiefly for armament and war went up about 90 per cent, 
and in spite of a simultaneous rise in the national income of 
nearly 50 per cent (roughly from 200 to 300 billion), the per¬ 
centage of the total national income going to the government 
mounted to 28 per cent. Or, to put it another way, well over 
a quarter of the value of the nations economic transactions 
depended on the government. 

There were in addition many other factors to which the 
exponents of different ideologies attached varying degrees of 
importance. During the period after 1940, for example, gov¬ 
ernment activities were generally of a type that encouraged 
risk by the investor and the entrepreneur. And the atmosphere 
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of government under Truman and Eisenhower was generally 
“businesslike” and conservative. In fact by 1943 full employ¬ 
ment and prosperity had routed the “liberals” in Congress, and 
legislation came more and more under the control of “con¬ 
servative” southern Democrats and Republicans. 

Postwar armament expenditures, increasing population, 
atomic development, Marshall plans for dollar aid to Europe, 
government-financed housing, and mortgage guarantees all 
aided business in maintaining a high level of new investment. 
Probably for the first time since the early years of the century, 
investment in time of peace was outrunning savings. Hitherto, 
as in the early 1880s, 1890's, and 1900s, such situations had 
led to brief inflationary booms followed by panics, but now 
the continuing demands of the city-to-suburbs movement, the 
stimulating effects of changes in military technology, and new 
turns in the “cold war” kept the boom going. Moderate re¬ 
cessions in 1949 and 1954 were apparently cured by the easing 
of financial controls, promises of lower taxes, and an unbal¬ 
anced budget. That the stimulating effect of government spend¬ 
ing had been learned by both political parties was shown by 
the Republican refusal in the early years of the Eisenhower 
administration to balance the budget even in a time of boom 
prosperity. 

Another factor in the great prosperity was more even dis¬ 
tribution of income. The most advanced advocates of the 
general Keynesian formulas of taxing away high savings, offer¬ 
ing government incentives to investment, and legislating 
higher wages in order to increase employment would scarcely 
have proposed a greater readjustment in the thirties tlian had 
taken place by the late forties. By 1952 nearly half the families 
in the United States had incomes between $3,000 and $6,000, 
and only about a third had less than $3,000. The fact that 
investment was outrunning savings, that employment was 
nearly as full as is likely in a complex economy, and that this 
situation existed without a speculative boom, left small space, 
for the moment, for the Keynesian type of criticism. Or per¬ 
haps the conditions deduced by Keynes for full employment 
had been met. 
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THE INSTABILITY OF CONSUMER SPENDING 

In this new business system consumers were playing a 
greater part than ever before. In proportion to their incomes 
they were buying a quarter again as many refrigerators, wash¬ 
ing machines, automobiles, and other durable goods as in 
1929. 22 And they were also investing a larger part of their in¬ 
come in new homes. From 1946 to 1951 nearly six million dwell¬ 
ing units were built, the great majority for occupancy by their 
owners. 23 By 1950 half the buildings used for homes were 
occupied by owners, and 60 per cent of all the durable equip¬ 
ment in the country, which included factories, power plants, 
railroads, buildings, trucks, automobiles, and similar utilities, 
was being used directly by consumers for their own purposes. 24 

Gratifying as was the picture of a nation of prosperous 
property-holders, each with his house, automobile, television 
set, washing machine, radio, and a dozen other semidurable 
utilities, the situation introduced a new element of instability 
in the economy. When the great mass of people had to spend 
all of their earnings on necessities their demand was predict¬ 
able on the basis of their income, but in an economy where 
average income was high enough to allow for discretion in 
expenditure the relation of income to consumer expenditure 
in any given period was uncertain. Consumer decisions as to 
when to buy or not to buy such unnecessary articles as new 
television sets, fur coats, or automobiles might depend upon 
their estimates of the future trend of prices just as in the case 
of business purchases. In Keynesian terms ‘sentiment" could 
now rule in consumer expenditures as well as in business in¬ 
vestment. The recession of 1949 was deepened by consumer 
restraint, and the inflationary boom after the outbreak of the 
Korean war in 1950 was partly the result of consumers* deci¬ 
sions to stock up with durables before rationing was imposed 
or prices went higher. 25 

The new position of the farmer in the boom of the forties 
produced a group of discretionary buyers in that previously 
hard-pressed sector of the economy. Farm purchasing power, 
besides sharing the general instability connected with luxury 
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durables, also depended on government policies and price sup¬ 
ports. Furthermore, farm production was in the hands of fewer 
and more efficient farmers than in 1930. In that year farm own¬ 
ers and managers were 12 per cent of the labor force, and 
farm population some 25 per cent of the total. By 1950 the 
respective figures were 7 per cent and 16 per cent with the 
trend still downward. This smaller group of more prosperous 
men would be more likely to fit their purchases to anticipated 
price movements. 

Another unstable element in the postwar prosperity was 
unbalanced foreign trade. The normal trade of a creditor na¬ 
tion receiving interest on investments abroad should show 
a surplus of imports. The United States, however, was export¬ 
ing billions of dollars more in goods than it was importing. Its 
customers were able to pay for these goods from foreign-aid 
payments and new loans. If heavy subsidies to foreign nations 
continued, the export balance could be maintained, but an 
end to such payments would mean a sharp curtailment of 
American sales abroad. 

The generally high-level prosperity of 1950 to 1955, there¬ 
fore, was inherently no more stable than that of the late twen¬ 
ties, perhaps less so. To fluctuations produced by the guesses 
of entrepreneurs, including farmers, had now been added the 
uncertainties of consumer forecasts. The facts that the major 
type of investment was in small homes 40 per cent supported 
by government-guaranteed mortgages, and that a principal 
type of demand was government purchase of war material 
might or might not be regarded as stabilizing elements. Both 
types of government support appeared likely to continue. 

The problem for the future seemed to be whether greater 
knowledge of the interrelations within the economy, a more 
dynamic technology and more flexible government action 
would overcome the mounting elements of instability. At least 
there had been no collapse following World War II, such as 
that of 1920 and 1921. What would have followed the recessive ’ 
tendency of 1949 and the recovery of the spring of 1950 was 
hidden for all time by the Korean war, but a more pronounced 
recession in 1953 and 1954 was ended by favorable govern- 
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ment policies and a return of consumers to the housing and 
durable-goods markets. Late in 1954 the widely read economist 
Sumner Slichter was quoted as saying that built-in props gave 
the economy a cushion such as no nation had ever had before. 
“The old-fashioned business cycle is being destroyed.” 26 
Though one may recognize the strong basis for Professor 
Slichters statement, one cannot help recalling the previously 
quoted affirmation of Paul Mazur in 1928: “We may expect 
freedom from the unwarranted and annoying financial panics 
of the past.. 
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C^riong with mid-twentieth-century changes in the 
character of the business cycle and in such basic trends as 
investment and consumption came marked alterations in the 
physical environment of business. Means of business trans¬ 
portation, location of plants and offices, and ways of securing 
supplies of raw material were all changed as a result of techno¬ 
logical progress and total war. Each of these changes presented 
new problems and opportunities to management. 

In spite of dramatic governmental changes involved in the 
New Deal and World War II, the social and economic im¬ 
portance of the maturity of the giant corporation and its man¬ 
agerial system, or the potential cultural effects of the rise of 
radio and television, later historians may characterize the 
period from 1925 to 1950 as that of “the motorization of the 
United States.” The Rooseveltian concept of the welfare state 
would no doubt be of major importance in times of business 
recession, and the changes in management and electronic 
communication would, in time, profoundly and subtly alter 
human relations, but the automobile was immediate. Like the 
steam railroad from 1840 to 1880, it changed the face of the 
nation. 

Because of automobiles people not only traveled and sent 
goods differently, they lived and thought differently. Aside 
from war the motor industry became the greatest direct stimu¬ 
lant to American capital investment. Directly it drew private 
capital into rubber, glass, electrical equipment, steel, and other 
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metals; indirectly it was responsible for millions of new sub¬ 
urban homes, stores, offices, and factories, and for massive gov¬ 
ernment expenditures on highways, bridges, and tunnels. Dur¬ 
ing the twenties government construction of roads for auto¬ 
mobiles was, except for buildings, the largest type of invest¬ 
ment. By 1940 the network of paved highways represented a 
capital outlay as big as that in railroads, and larger than that in 
public utilities. Following World War II building construction 
again became the greatest consumer of capital, but much of 
the new investment was in locations made accessible only by 
automobiles and trucks. 

BUSINESS IN THE FIELDS 

More and more Americans thought of travel whether for 
work or play in terms of the automobile. By the forties indus¬ 
trial plants, except those in the biggest cities, provided parking 
facilities and with some use of other peoples cars practically 
everyone who wanted to could ride to work 4 privately.” And 
prestige was attached to driving rather than to going by bus. 
After World War II some transportation companies found 
waiting buses, ready to start at the end of the shift and go 
to within a short walk of workers' homes, virtually unoccupied. 
Consequently, a suburban or even a country location seemed 
more attractive to labor than one in the central city where 
parking was difficult. Meanwhile the truck, freeing many com¬ 
panies from the need of rail connections, made it possible to 
use cheap land. 

Office work not directly connected with seeing clients re¬ 
sponded to the same influence. Increasingly record-filing, cal¬ 
culating, planning and drafting, and laboratory work accom¬ 
panied manufacturing in its move to the country. While 
central cities, up to 1955, remained the chief meeting place 
for financiers, brokers, jobbers, planners, and wholesalers, the 
retailers and service suppliers followed their customers to the 
country. In order to survive, many big-city department stores 
found it necessary to open rural or small city branches, and 
moving-picture displayers built country “drive-ins.” 
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The term “country” perhaps exaggerates the usual shift, 
which was from a central metropolitan city to its more thinly 
populated suburban fringe. There was still an advantage in 
being near the large quantities of labor, the big banks, the 
suppliers, and the distributors of the metropolis. Distant sites 
near country towns were likely to be occupied by plants that 
needed only a moderate amount of labor, run by concerns 
that could supply managerial and skilled employees from other 
offices. The head office would ordinarily remain in its original 
city, from which by telephone, teletype, and airplane it could 
manage branches in areas of cheap land and unskilled, non¬ 
union labor. 

New developments, such as the general spread of electric 
lines to country districts, reliable electric pumps, quick-heating 
electric stoves, radio and television, higher real wages, and 
federal mortgage credit for homes, aided the automobile in 
dispersing population. Workers and managers were not only 
willing but anxious to leave city apartments to become sub¬ 
urban or country home owners. This movement made the 
building construction business one of the most important in 
the nation. Without any important new machinery beyond 
improved bulldozers and gasoline shovels, builders managed 
to effect some economies by building many houses at once and 
thereby getting continuous productive work from each of the 
numerous types of specialized labor. Some progress was also 
made in factory prefabrication of house panels and units of 
equipment. As a net result, mass builders like the Levitt 
brothers could produce houses in large developments near 
New York and Philadelphia for about two-thirds the cost of 
individual construction. 

But such economies would not have put new houses within 
the reach of average families whose income was under $4,000 
a year in 1950 and whose cash savings were insignificant, had 
it not been for government-guaranteed mortgages. By a series 
of acts from 1934 on, the federal government guaranteed mort¬ 
gages issued by qualified banks for the purchase of small 
homes. The exact provisions were changed from time to time, 
but usually the government would guarantee over four-fifths 
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of the price of a small home for nonveterans and, under the 
Act of 1950, practically the whole cost for veterans. Further¬ 
more, mortgages could run up to twenty-five years with pay¬ 
ments of interest and principal arranged so that a uniform 
amount was paid each month. For the first time in American 
history the working man with a job but no savings could buy 
where he chose on reasonable terms. Thus the government 
partially underwrote the housing boom and the relocation of 
business that followed World War II. By 1954, twenty million 
government-guaranteed loans had been made, covered by 
thirty billion dollars’ worth of mortgage insurance. 1 Federal 
policies also had an important effect on private lending insti¬ 
tutions, which dropped the idea of first and second mortgages 
repayable only in large amounts and adopted the “packaged” 
mortgage, with a uniform monthly payment even when no 
government guarantee was involved. 

From the standpoint of the businessman, the automobile and 
truck had joined with electricity in offering economies from 
relocation. The nineteenth- and early twentieth-century pat¬ 
tern of plant location had been dictated by rail transportation 
for materials, products, and workers. Factories had been built 
at trunk-line junction points, both to gain the lower competi¬ 
tive rates, and to be assured of an adequate supply of labor. 
Within a metropolitan area the tendency had been to locate 
at central points where railroad lines converged. Here goods 
could easily be shipped or received from the various roads, 
and workers from all parts of the area could reach the plant 
by train and trolley. But these advantages had to be paid for 
in high land prices and taxes. 

By 1950 trailer trucks with oil-burning Diesel engines could 
compete effectively even with long-distance rail service. Al¬ 
though it cost more per ton mile to haul the load on a concrete 
highway, the savings in time, loading, terminal charges, and 
overhead costs might make the total expense less than by rail. 
Furthermore, to gain the essential economy of even carload 
shipments to particular markets was difficult for some medium¬ 
sized manufacturers. Trucks gave them a means for shipping 
small quantities at any time. 
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In all the major industrial sections, and in many rural areas, 
electric power could be purchased at reasonable rates. The 
efficiency of small-scale use of electric power, and the cheap¬ 
ness of small shipments by truck enabled little enterprises to 
live in competition with larger ones. Furthermore, as the 
economies of mass production led the biggest companies to 
concentrate on a few standardized models or qualities, there 
were greater opportunities for the small specialty shop that 
would make just what the customer wanted at a price only 
slightly higher than the standard product. 

In spite of the fact that all of these factors were operating 
as early as 1930, the shift to the country was not rapid in the 
period before World War II, In addition to depression, diffi¬ 
culty in disposing of existing plants or offices except at a large 
loss in terms of their cost of replacement, and fear of a poorer 
labor supply in the suburban or country areas were among 
the factors retarding movement from the older central cities. 
When it came to moving to or establishing a branch plant in 
another section of the country, the problem of administrative 
labor was often a serious deterrent. Unskilled labor might be 
available in an agricultural region, but the important nucleus 
of highly skilled or managerial labor would be lacking. If the 
plant needed a lot of such labor, a move from an older indus¬ 
trial area presented difficulties, and subsequent skilled-labor 
turnover would be a menace to production. 

World War II, however, spread industry into the South and 
the West. The government offered quick amortization of the 
cost of new plants as a deduction from taxes or else built the 
plants and leased them to the operators. Most of the states 
west of the Mississippi River gained industry at an increasing 
rate because of the war and kept many of the plants in opera¬ 
tion afterward. But the movement away from the older 
sections is easy to exaggerate. While the value added by manu¬ 
facture increased almost fourfold in California and Texas 
between 1939 and 1947, the same figure rose threefold in 
Ohio and Illinois, and nearly that much in New York and 
Pennsylvania. 

Of the ten major metropolitan manufacturing areas, ranked 
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by value added by manufacture, Boston, Pittsburgh, and Buf¬ 
falo each dropped one place between 1939 and 1947, and Los 
Angeles, Cleveland, and San Francisco-Oakland advanced one 
place. But the position of the big four. New York, Chicago, 
Detroit, and Philadelphia, remained unchanged. 

BUSINESS IN FAMILY MACHINES 

Families of the nineteenth century had prized big homes, 
fine furniture, and good horses, none of which were made by 
big business. Before the middle of the twentieth century the 
most valued possessions, for both convenience of living and 
social prestige, had become electrical household equipment, 
television, and automobiles, all products of giant companies. 
These new durable consumer goods had much in common 
with each other and nearly the whole range of products might 
be made by one big company. The automobile, by far the most 
important single product, may exemplify the general character 
of the entire business. 

The great depression demonstrated the maturity and sta¬ 
bility of the automobile business. It ceased to be among the 
most rapidly growing, but it continued to sell cars to people 
who lacked money for what an earlier generation would have 
regarded as necessities of food and housing. Instead of falling 
to near zero, as bankers had feared they might, automobile 
sales about followed the average for all business. 

After brief returns to prosperity in 1937 and 1940 and 1941, 
the automobile companies between 1942 and 1945 converted 
their factories to w*ar uses by government order. Consequently, 
at the end of the war it was difficult to reestablish full-scale 
mass production of passenger cars. The 1937 level of passenger- 
car production was not achieved until late in 1948. Trucks and 
buses presented a different pattern since they had been turned 
out continuously for military purposes. From 1946 on, each 
year set new records in the production of heavy motor equip¬ 
ment. 

Gradually catching up with the unusual demand created 
during the war years and the new prosperity, the industry by 
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the fifties had returned, from the standpoint of production, to 
what might be called a normal relation to its market. Except 
for the recession year of 1954, production ran from about 
seven to over eight million vehicles a year, with passenger-car 
production 50 per cent above 1929, and truck and bus output 
up 75 per cent. Although the car and truck had proved to be 
essentials rather than luxuries during the thirties, their long 
life made for instability in demand. Even the mere threat of 
bad times could lead people to decide to keep their old car 
another year, and if half of the customers of any of the years 
from 1950 to 1955 should have made such a decision, consumer 
purchasing would have dropped more than seven billion dol¬ 
lars. The same considerations applied to the other consumer 
durables. Yet there was little beyond a desire for new things 
and social prestige behind at least half of the demand. 

The automobile emphasized particularly the aspects of 
mass production associated with direct public consumption. 
By the middle thirties the industry comprised some thousand 
factories owned by over 800 companies, as well as thousands 
of smaller subcontractors and distributors. The producing end 
of the business used about half the nations malleable iron, a 
fifth of the steel output, and around three quarters of all glass 
and rubber. Large-scale operations and large capital invest¬ 
ment characterized the final manufacturing stages of this and 
other mass-production businesses. The main manufacturing 
plants of even the smaller companies were very large, normally 
employing upwards of 5,000 workers, and representing invest¬ 
ments of over fifty million dollars each. The industry con¬ 
tinued to be dominated by General Motors, Chrysler, and 
Ford, who produced 80 to 95 per cent of the total, and General 
Motors came to be the nations most highly capitalized indus¬ 
trial company. Even the specialized manufacturers of parts 
usually operated very large plants. While technological im¬ 
provement continually increased efficiency there was, pre¬ 
sumably, no place in the whole productive operation where 
added size would lead to any considerable saving in direct 
manufacturing cost. 

As a result of many years of engineering effort, the final 
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products and most parts were highly standardized. This, how¬ 
ever, presented one of the dilemmas of mass production for 
the consumer market. To keep down costs it was desirable to 
make very few changes in design. By never changing a simple 
model Henry Ford had sold cars in the twenties at incredibly 
low costs, for less than $600 retail in terms of the 1955 value 
of money, whereas no new car in the latter year, even after 
taxes were deducted, could sell for under $1,000. But ulti¬ 
mately even Ford was speared on the other horn of the 
dilemma, failure to appeal to a changing public taste. 

The problem for the manufacturers was to make each years 
products different enough so that those who could raise the 
money would be coaxed to buy, without incurring large costs 
at the factory for retooling the assembly lines. Although the 
same situation existed in principle for other high-priced, mass- 
produced durables, it proved undesirable for several reasons to 
pay for as rapid a stylistic obsolescence as occurred in the case 
of passenger automobiles. The other durables might be con¬ 
cealed within the owner s home, but he appeared in public in 
his automobile, and newness and cost, therefore, became mat¬ 
ters of obvious social prestige. 

These considerations put a premium on automobile adver¬ 
tising and selling. Since the number of producers was small, 
and a rapid approach to monopoly by any one firm would 
have undoubtedly been met by antitrust prosecution, price 
competition at the factory was minimized. Wholesale prices 
were administered, as in a monopoly, to seek the level that in 
the long run would show the largest product from units sold 
times profit per unit. All producers either reached about the 
same conclusions or followed the lead of the big three as to 
price. On the retail front the situation was different. Here, in 
automobiles and other consumer durable goods, thousands of 
dealers competed strongly with each other. By 1954 the wise 
buyer demanded and received large discounts. The entire 
single-price structure of American merchandising, built by 
the big retailers of the late nineteenth century, was crumbling. 
In 1955, it was still too early to see the ultimate trends of this 
new stage of retail price warfare. 
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Because of their high cost and long life, consumer durables 
in general and automobiles in particular spread the practice 
of installment selling. By the late forties installment sales had 
put durable-goods purchases largely on a “pay as you go” 
basis. Late in 1954 a newspaper cartoon showed a banker 
admonishing a teller arrested for embezzlement, “If you 
wanted nice things why didn't you get them on installments 
like the rest of us!” 

Having large fixed capital to shelter against the winds of 
technological change, and earnings available for expansion, 
automobile companies began to produce airplane parts and 
electrical equipment such as refrigerators and washing ma¬ 
chines. Tire companies went into clothing and numerous 
specialties, including moving pictures. Large companies in 
other fields, such as chemicals, also took over the ownership 
of many kinds of plants, including automobile companies. 
Thus the big companies diversified their risks, and the Ameri¬ 
can business pattern became a more closely knit fabric of 
associated interests. Expansion into new fields posed manage¬ 
ment and organizational problems, and made companies like 
General Motors under Alfred P. Sloan pioneers in new de¬ 
vices for stimulation and control of activity in the giant enter¬ 
prise (see Chapter 9). 

RIVALS IN TRANSPORTATION 

Making automobiles, trucks, airplanes, or railroad cars was 
a different business from operating them. Even aside from 
private passenger cars it is impossible to assess the size of the 
business of automotive transport. Common-carrier trucks cross¬ 
ing state lines were regulated and had to report to the 
Interstate Commerce Commission. In 1949 the ten leading 
interstate lines had revenues of from eleven to nearly twenty- 
nine million dollars a year. Single lines operated routes ex¬ 
tending from the Mississippi Valley to the West Coast and 
made deliveries considerably faster than did railroads. Most 
trucks, however, were not common carriers across state lines, 
and no reports were made of their use by private concerns. 
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The fragmentary figures that exist indicate that by 1950 
trucks and buses ranging from local delivery vans to trans¬ 
continental Diesels provided the main form of commercial 
transportation. 

The growth of truck and bus companies was greatly aided 
by post-World War II highway development. Excellent con¬ 
crete highways from coast to coast, turnpikes, and four-lane 
expressways enabled trucks to travel faster than freight trains. 
And while railroad tracks had to be maintained by the com¬ 
pany exclusively for its own use, highways were also used and 
supported by the public. Essentially the highway was gain¬ 
ing because it was a more flexible transportation device than 
the railroad track. 

As more transport planes became available for civilian use 
from 1943 on, airlines also gained rapidly on railroads as 
passenger carriers. World War II with its millions of plane- 
miles of routine flying largely eliminated the old fear of acci¬ 
dents. Figures demonstrated that a passenger was much safer 
in an airliner than in a private automobile; the problem for the 
airlines now became one of providing attractive service. By 
1950 plane fares were less than railroad plus Pullman fares, 
although still higher than coach. Though the lack of adequate 
transportation to and from airports, usually located on the out¬ 
skirts of major cities, prevented the growth of much local 
traffic, long-haul passenger miles equalled a quarter of the 
figure for Class I railroads. Planes were important carriers of 
emergency parts, flowers, and luxury foods, but the volume of 
express or freight business compared to trucks or railroad was 
negligible. 

In all this upsurge, the railroad company was adjusting to a 
new place in the economy. Benefiting greatly from the pros¬ 
perity and inflation of the forties and early fifties, the compa¬ 
nies reduced their debt to eight and a half billion, compared 
to nearly twelve billion in 1930; in real or constant value 
dollars the debt had been cut to less than half. This change in 
the burden of overhead would allow the railroads to specialize 
profitably in types of traffic which they could carry with the 
greatest efficiency and to give up other types to their new 
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competitors. The shift from steam to Diesel engines, more 
than two-thirds complete by the early fifties, cut fuel bills and 
schedule time. The railroads also bought into the truck and 
bus lines and by 1950 came to control about a third of this 
type of common-carrier business. But there were many phases 
of the complex competition that had not been resolved. Anti¬ 
quated union regulations, such as manning requirements for 
trains; railroad administrative traditions, such as the belief 
that passenger traffic must lose money; and government regu¬ 
lations against mergers and combinations with competitive 
carriers were some of the elements inhibiting the rapid adjust¬ 
ment that would spell self-preservation. 

DYNAMICS OF WORLD WAR D 

The United States’ contribution in goods to World War I 
had been largely in raw materials and semifinished products. 
Relatively little finished war material emerged from American 
factories before the armistice. As early as 1916 the demands 
of England and France had brought the United States economy 
to the normal level of full employment. Additional workers 
had to be found among those not ordinarily counted as em¬ 
ployed. As a result, during 1917 and 1918 it was possible to 
add only about three million workers, or about 10 per cent, to 
total employment, including military, and nothing to the 1916 
level of national product. 

The disappointing immediate results of the effort to increase 
production were partly caused by bad harvests, but shifting 
workers to new tasks or attracting women or retired workers 
to jobs was a wasteful process. American business leaders 
realized fully for the first time the rigidities of mass-production 
processes. As Grosvenor B. Clarkson, one of the Directors of 
the Council of National Defense explained: “A group of 
French workmen who had been making automobiles could 
almost on a day’s notice begin making airplanes, and might 
have one done within a few days. The process of making 
standardized parts for final assembly into a whole is incom¬ 
parably different/' 2 
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A change-over from automobile to airplane motors, for 
example, meant months of work on blueprints and specifica¬ 
tions, then the manufacture of new machine tools for new 
purposes, and finally elimination of unforeseen, but almost 
inevitable, miscalculations in the actual production operation. 
Furthermore, during 1916 “the condition had become inextri¬ 
cably snarled. There was not only that general congestion of 
the northeastern section, but there were innumerable local 
entanglements . . . orders were many times placed where they 
never could be filled.” a As a result of such delays neither the 
German enemy nor the Italian or Japanese ally sensed the vast 
potential war productivity of the United States. 

The situation at the beginning of World War II was strik¬ 
ingly different. In 1940 when the United States started to 
arm, the unemployed were conservatively estimated at almost 
seven million out of a total “normal labor force” of fifty-three 
million. 4 By 1944 these seven million had been put to work 
and the total employed workers had increased from forty- 
seven to ovei sixty-three million. This 35 per cent increase in 
the number of employed workers almost exactly coincided with 
the percentage increase in real national product or income 
for the same period. In contrast to the time covered by the 
United States’ participation in World War I, the period from 
1940 to 1945 was long enough to yield the fruits of mass pro¬ 
duction. 

In World War I production of civilian goods had continued; 
in the second world war plants needed for war material were 
entirely converted. The conversion to war was far more com¬ 
plete than in any earlier conflict. By 1945 the war effort was 
consuming 57 per cent of the national income, a situation un¬ 
precedented in American history. Civil War costs had barely 
risen above 25 per cent of national income in the North, and 
World War I had only approached this amount in 1918. The 
figures for 1945 give concrete meaning to the twentieth-century 
phrase, total war. 

During the approach and start of World War II govern¬ 
ment and business mobilization repeated most of the mistakes 
of earlier periods, in spite of impressive ultimate achievements. 
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“My experience in two world wars .. . ,” said Bernard Baruch, 
business advisor to both Wilson and Franklin Roosevelt, “makes 
me marvel at the regularity with which errors are repeated. 
One of the errors that most frequently recurs is failure to 
study and understand the records of past experience” 6 The 
obstacles to rapid action were much the same in both world 
wars. American businessmen were not anxious to submit to 
dictatorial government administrators, even temporarily, and 
the President was not willing to delegate adequate power to 
any one man or board until forced to do so by necessity. 
Furthermore, as the conflict in Europe developed, some mem¬ 
bers of the administration, such as Secretary of Commerce 
Jesse Jones, were initially opposed to entry into the war or to 
large-scale advance preparation. 6 

Late in 1940 a relatively powerless National Defense Ad¬ 
visory Commission was superseded by the more potent Office 
of Production Management (OPM), headed by William S. 
Knudsen of General Motors and Sidney Hillman of the Amal¬ 
gamated Clothing Workers. By the spring of 1941 the pressure 
of war orders and the rapidly mounting consumer demand of 
workers with plenty of money were pinching the civilian 
economy, and an Office of Price Administration and Civilian 
Supply was created. This agency, headed by economist Leon 
Henderson, saw normal production of passenger cars, wliich 
promised to exceed that of any year save 1929, as the greatest 
creator of shortages in materials for war. 7 Under his urging 
OPM cut automobile production after August 1, 1941, by 20 
per cent. 

Within a little more than a month after Pearl Harbor a 
supreme War Production Board (WPB), was created to direct 
the existing boards and offices, and Donald M. Nelson, for¬ 
merly of Sears, Roebuck, was placed at its head with the same 
type of comprehensive power that Wilson had conferred on 
Bernard Baruch in March 1918. This centralization of authority 
did not solve all the problems, but production for war was 
administered with reasonable efficiency from then on. 

While steel and some other industries were loath to expand 
beyond estimated future peacetime needs, the struggle be- 
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tween business as usual and a government consciously heading 
for all-out war continued to center on the role of the auto¬ 
mobile industry. The motor companies were willing to fill 
contracts by building new plants with quick write-offs of the 
expense, or by using surplus facilities, but they were not 
willing in time of peace to convert the main assembly lines. 
The industry contended that only automobiles could be ef¬ 
ficiently manufactured in their plants, and OPM accepted the 
situation. 

“The period between Pearl Harbor Day and the beginning 
of WPB on January 15th, 1942'* wrote Donald Nelson, ‘was 
one of great writhing and thrashing around on the part of the 
automobile magnates and the functionaries of government who 
were trying to prepare the nation for war. The industry, with¬ 
out opposing conversion, had wanted to use up certain raw 
materials and parts for a final splurge in passenger car produc¬ 
tion— and the truth of the matter is they made out a very 
good case.” 8 But on January 20, 1942, Nelson s WPB stopped 
further production of passenger cars and light trucks, and the 
vast power of the automobile industry was concentrated on 
war supply, “Historians who wade deeply enough into the 
facts and figures, the cold engineering statistics of World War 
II,” Nelson wrote, “may some day come to the conclusion that 
our automotive industry could, alone, have produced almost 
enough to lick the Axis.” 9 

While in both World War I and World War II the greatest 
business achievement may have been the running of the emer¬ 
gency boards and bureaus, a more obvious one was the organi¬ 
zation of shipbuilding. From 1936 on, the United States 
Maritime Commission had been subsidizing the construction 
and operation of vessels for aj pi wed foreign trades. This had 
provided a small number of up- o-date ships, but in general 
the merchant marine capable of navi»\ting rough water was 
composed of leftovers from World War I' r an earlier period. 
Between 1939 and 1945 American shipbuilders, using many 
new processes, such as subassembly of large sections at 
secondary plants, electric welding, and a high degree of stand¬ 
ardization, turned out over fifty-six million deadweight tons, 
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an amount about equal to the prewar steam tonnage of the 
British Empire. 10 In the course of this achievement Henry J. 
Kaiser s shipyards reduced the time of building a Liberty ship, 
the standard slow freighter of World War II, from over 300 
days to fourteen. 

The war accelerated certain business developments already 
in progress. The need for efficient use of all transportation and 
labor led to new branch plants in undeveloped areas. On the 
economic side, the new factories brought lasting industrializa¬ 
tion to parts of the South and West. On the business side, new 
centers presented problems in executive coordination, in man¬ 
aging a team whose players were separated by thousands of 
miles. Such problems plus close contacts with government 
administrative committees led business to make greater use 
of committees for control of large sprawling corporations. 
Standard Oil of New Jersey, for example, reconsidered its 
entire administrative structure from 1941 on. The result was 
almost complete adoption of the principle of policy formation 
by committees. As Frank Abrams, its later chairman, explained, 
“It stands to reason that if you get five men together and one 
man is wrong, the mistake is going to be picked up. Or if one 
man has a good idea, tine others will contribute to it and de¬ 
velop it.” 11 

Relatively high taxes in the thirties had caused management 
to consider how the company might be benefited by using 
money for untaxed items of expense rather than allowing it to 
accumulate as taxable profit. Excess-profits taxes, up to over 
ninety cents on the last dollars earned, put a premium on find¬ 
ing ways to spend for the long-run welfare of the company. 
More public-relations work of all kinds, more research, and 
more liberal use of executive expense accounts were the usual 
ways of getting the most out of untaxed dollars. They all had 
enduring effects on business practice, and on the relations of 
business to the rest of society. 

Though the war, by taking some men away from their 
normal research, probably retarded the progress of basic sci¬ 
ence, applied science of certain types was greatly stimulated. 
An Office of Scientific Research and Development, headed by 
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Dr. Vannevar Bush, put scores of able research men to work 
on military problems. Ideas with practical utility were passed 
on to the contractors making the relevant equipment. While 
the most spectacular and potentially important development 
was atomic energy, many other advances in motors, chemicals, 
and electronics had permanent peacetime value, and promoted 
additional expenditures for company research. Since there is 
no quantitative measure of either technological or scientific 
progress, it is impossible to balance these gains against a short- 
run loss in basic science. 

The war undoubtedly hastened the use of atomic fission by 
several years and resulted in leadership in this area that would 
probably not have come had America remained at peace. Be¬ 
fore 1955 the atom produced no direct business effects beyond 
a speculative boom in uranium properties, but development of 
commercial atomic power was imminent. From 1950 on the 
Atomic Energy Commission encouraged selected teams of 
industrial scientists to study commercial uses of fissionable 
materials and reactors, and in May 1952, set up an office to 
administer industrial participation. As a result certain public- 
utility companies undertook the construction of plants to be 
finished in the late fifties. 

Shortage of labor and a government friendly to collective 
bargaining produced a sharp wartime rise in real wages that 
led to both higher consumption and higher production in the 
postwar years. Since in the postwar inflation that followed the 
early abandonment of price controls and rationing, wage rates 
outran price increases, and the value of inherited wealth and 
the incomes of people on relatively fixed salaries lagged, it 
can probably be said that the war brought an advance in 
economic democracy. 

PORTENTS AND PROMISES 

The postwar American economy of higher production and 
higher consumption continued the rapid exhaustion of known 
resources of many high-grade raw materials. While the age of 
cheapness and plenty which had made American managers 
careless about conserving materials had ended for metals like 
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copper, zinc, and tin in the 1920s, the demands initiated by 
World War II threatened the very basis of the early industrial 
strength of the nation, high-grade iron ore. The management 
of firms using these disappearing materials had now to plan 
on a long-range, world-wide basis for future supplies. 

One type of planning was directed toward substitutions. 
But possibilities were limited and required much develop¬ 
ment. The northern European nations made gasoline and 
rubber from coal, and alcohol, food, and clothing from wood, 
but in the United States synthetic rubber was the only one of 
these substitutes that was currently economic. Plastics might 
ultimately replace some sheet steel, but the immediate recourse 
of the business planners was to new sources of iron ore in 
Canada and Latin America. The shift toward ore delivered 
by ocean steamers, in turn, revived the old heavy industry 
areas of the East Coast, like Baltimore and Philadelphia. Off¬ 
shore prospecting for oil and sulphur was another example of 
the business quest for future supplies. 

An added generation of experience with the unpredictable 
character of shifts in industrial demands for raw materials 
made businessmen at mid-century more philosophical about 
exhaustion of particular resources than were their predecessors 
of the twenties. Furthermore, the resources of Canada were in 
an early stage of exploitation. The writings and speeches of 
executives of the fifties indicated close attention to the prob¬ 
lem of exhaustion of supplies, but relatively little fear that 
research, exploration, and new technology would fail to find 
solutions. 

The changes stimulated by the war had in common a new 
emphasis on the place of the big company in relation to ex¬ 
ternal factors. Relations with government, in many cases both 
at home and abroad, relations with various publics, and pro¬ 
vision for continuing supplies of materials all called for long- 
range planning. None of these considerations were newborn 
in the war; some companies like Standard Oil had faced all 
of them since the nineteenth century. But now all large com¬ 
panies were affected, and the questions were posed with a 
force and insistence usually lacking in earlier years. 
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sJ n 1929 business, particularly big business, enjoyed 
a degree of public approval unique in American history. The 
“robber barons” of the last century and the “malefactors of 
great wealth” of the Progressive Era were now the leaders of 
the nation. Brief biographies of successful businessmen helped 
to sell the ubiquitous Saturday Evening Post and American 
magazines. In 1928, when the Democratic National Chairman 
was also Chairman of General Motors, both major party candi¬ 
dates pledged their faith to Wall Street and the self-regulating 
economy. Bruce Barton, a leading advertising agent, took the 
final step when he pictured Christ in the image of the busi¬ 
nessman. 


LOSS OF BUSINESS PRESTIGE AND MORALE 

The transition from this high point of public belief in the 
American business system to an attitude of greater distrust of 
both business honesty and ability than had characterized any 
previous period was cataclysmic. As late as June 1930 the panic 
of November 1929 was being written off as past history, and 
in the words of the President, prosperity seemed “just around 
the corner.” But instead there came mass unemployment, bank 
failures, and the expose of spectacular business scandals. 
Within less than two years the results of a generation of public- 
relations work lay in ruins, and the “puff” stories and planted 
news by which good will had been built were being ridiculed 
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by journalists and other public leaders. The well-educated 
members of the public, acutely conscious of the pitfalls of 
propaganda, were now determined to view things realistically. 

Voluntary efforts by business groups to halt the depression 
were futile. To cushion the shock of European bank failures in 
the fall of 1931, for example, American bankers had formed 
a National Credit Association. But in the words of President 
Hoover, "After a few weeks of enterprising courage the 
bankers’ National Credit Association became ultraconservative, 
then fearful, and finally died. It had not exerted anything like 
its full possible strength. Its members — and the business 
world — threw up their hands and asked for governmental 
action.” 1 

In January 1932 Hoover, for the moment working in harmony 
with a Democratic House of Representatives, gave business 
the Reconstruction Finance Corporation. This government 
lending agency, with potential resources up to three and a half 
billion dollars, marks a turning point in the relations of business 
and government. Never before had either a presidential ad¬ 
ministration or business leaders thought it necessary for the 
government to intervene on a large scale to prevent economic 
collapse. The RFC symbolizes not only the end of adherence, 
in practice, to the concept of the self-regulating economy, but 
also the assumption of a new measure of economic power and 
direction by government. Over the next fifteen years the RFC 
was to overshadow the largest banks as a lending agency. 

No one was more sensitive to these changes in prestige and 
leadership than the businessmen themselves. Bankers were 
particularly shaken by failures and investigations that revealed 
loose practices by some of the leaders of Wall Street. In the late 
twenties the words of a Morgan partner were often given 
more publicity than those of the President or Secretary of 
State. In the early months of 1933 the term “bankster” classed 
these erstwhile paragons of respectability with the under¬ 
world, and President Roosevelt in his inaugural address prom¬ 
ised to drive the money-changers from the temple. Whether or 
not they had acted carelessly in the boom enthusiasm, all 
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leaders of finance were forced to share a collective guilt 

Furthermore, by the summer of 1932 many businessmen 
themselves had frustrating inner doubts about the self-regulat¬ 
ing nature of the economy and its continued expansion. Labor 
and materials were obtainable at bargain rates, perhaps never 
to be reached again, yet few entrepreneurs decided to buy and 
build. The most advanced business thinking ran more along 
the line of cooperative arrangements to raise prices and 
stabilize production at low levels than toward free competitive 
efforts to seize new opportunities. 2 Some conservative journa¬ 
lists talked in terms of Hoovers assuming dictatorial powers 
or transferring authority to twelve dictators of the nation com¬ 
missioned to revive the economy. 

Politicians seemed equally at a loss as to what to do. Aside 
from Democratic advocacy of federal rather than local relief 
payments and of the repeal of prohibition, there was no im¬ 
portant difference in the views of the two major parties or their 
candidates. In the presidential election of 1932 both Hoover 
and Franklin D. Roosevelt talked economy and a balanced 
budget, both professed belief in the ability of the economy to 
right itself with the aid of minor government action, although 
it was thought that Roosevelt might define such action more 
broadly than Hoover. Immediately after the election both 
men stood aloof from the deteriorating situation. They were 
unable to agree on joint action, and neither would take impor¬ 
tant steps separately. Hoover because he no longer had the pop¬ 
ular mandate, and Roosevelt because he felt he could not act 
without power. 

Meanwhile, the lack of confidence in the future of the 
economy produced continual withdrawal of bank deposits and 
hoarding of currency and gold. Banks already teetering on the 
brink of insolvency as a result of uncollectable loans and de¬ 
valued securities found it impossible to withstand the drain 
on their resources. During 1931 and 1932 nearly four thousand 
banks suspended payment. By October of the later year, the 
Governor of Nevada declared a bank “holiday,” to relieve 
banks of the necessity of making payments. By the beginning 
of 1933 failures were approaching a thousand a month, and 
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industrial states such as Michigan and Ohio were following the 
lead of Nevada. 


GOVERNMENT TAKES THE INITIATIVE 

The final stage of the crisis came with dramatic timing. On 
March 3, 1933, old and new treasury officials urged all gover¬ 
nors to suspend banking operations. Late in the evening of 
that day Governor Herbert Lehman of New York gave way 
and by closing the banks of New York State and, as a result, of 
New York City, virtually stopped the nations financial ma¬ 
chinery. After his inauguration the following day President 
Roosevelt, using emergency powers granted in World War I, 
made the closing nation-wide and complete. 

Although finance had undergone the most spectacular col¬ 
lapse, other segments of the economy were scarcely better off. 
About one third of the normal labor force was unemployed, 
and national income in current dollars was only half that of 
1929. In spite of the fact that taxes were consuming a third of 
the meager national income, state and local relief and public 
services were breaking down. For lack of money to pay ju¬ 
rors Atlantic City had not opened its courts to civil actions in 
the fall of 1932; Chicago was paying its school teachers in 
scrip; and Cleveland lacked money to feed the unemployed on 
a subsistence level. 

Obviously Roosevelt was right when he said in his inaugural 
address: “The People of the United States . . . have registered 
a mandate that they want direct, vigorous action.” a It appeared 
that this applied equally to the business interests. The acts of 
the first hundred days of the New Deal, the “honeymoon” 
period, had a large measure of bipartisan support, and appear 
to have followed the thinking of such businessmen as Owen 
D. Young, Bernard Baruch, and the leaders of the United 
States Chamber of Commerce. Opposition came largely from 
either local or special interests, or those to the left of the ad¬ 
ministration who would have nationalized banks and railroads. 

President Roosevelt’s view of the situation was not only 
strictly capitalistic, but also rather narrowly financial. He saw 
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charges such as taxes, interest on indebtedness, and other 
overhead expenses as rocks on which business had foundered 
in an ebbing tide of purchasing power. The solution was to 
restore purchasing power and raise prices. In doing this he also 
desired to improve the income of farmers relative to that in 
industry, and to raise the real wages of labor. 

Federal unemployment relief, by now a necessity, an ex¬ 
panded public-works program, and provisions for reopening 
the banks with the federal guarantee of small deposits may all 
be seen as a part of the economic program for increasing pur¬ 
chasing power. Even repeal of the prohibition amendment 
may be regarded in this light. 

Two acts, primarily designed to raise prices and readjust 
the distribution of national income, also passed with bipartisan 
majorities. The first, the Agricultural Adjustment Act of May 
1933, contained provisions to pay farmers for restricting the 
acreage planted to certain staple crops, with the money to 
come from a tax on agricultural processors. Just as the RFC 
inaugurated the peacetime practice of government advances 
of credit to private enterprise, the AAA marked the beginning 
of a long-run policy of government support for agriculture. 

The second major bill to revive and readjust national in¬ 
come was the National Industry Recovery Act, passed in 
June 1933. Inis law followed the general philosophy of the 
United States Chamber of Commerce and many leading busi¬ 
nessmen, that prices should be raised by cooperative effort 
on the part of producers, but the administration added the fea¬ 
ture that real wages of labor should also be raised. General 
Hugh S. Johnson, who headed the new agency, said: “We are 
going to ask something in the nature of an armistice on in¬ 
creased producing capacity, until we see if we we can get this 
upward spiral started . . . We are going to plead very earnestly 
. . . not to use any further labor-saving devices or anything 
further to increase production at present.” 4 Few professional 
economists subscribed to this view that recovery could be 
brought about by limiting new investment 

While the act gave legal sanction to a “just” price adhered 
to by all competitors — an idea that had been gaining ground 
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since the early years of the century (see p. 61) — it ran di¬ 
rectly counter to the concepts of free competition embodied in 
the antitrust laws. Now competitors were urged by law to get 
together, usually under the aegis of their trade association, 
and draw up a code for price control or “fair' competition. 
Except for the inability to place quotas on production, these 
codes resembled the cartel arrangements of Europe. In return 
for suspending the antitrust laws and allowing what would 
formerly have been collusive arrangements respecting terms of 
sale, the business representatives had to agree to a thirty-hour 
week for manual labor, forty hours for clerical workers, and 
increased minimum wages. Finally, the code had to be ac¬ 
cepted by the National Recovery Administration. 

The sudden effort to draw up codes for every activity pro¬ 
duced endless confusion. Afraid that compliance would be so 
slow that the beneficial effects of the act would be dissipated, 
the government issued a blanket code to which all were urged 
to subscribe. Those who agreed to a code were allowed to dis¬ 
play a blue eagle on their labels or advertising; those who then 
violated the code’s provisions might lose their eagle as well 
as be brought into court. 

If one regards the NRA as primarily an effort to stimulate 
recovery by raising prices, it appeared to be successful. The 
expectation that prices were going up produced a wave of 
buying, increased production, and brought a moderate gain in 
employment. Looked at as an effort to increase consumer pur¬ 
chasing by raising real wages, NRA was less successful. Wage 
increases were equalled by the upswing in prices. The great 
power presumably given to labor by Section 7a, which called 
for collective bargaining, was neutralized by the rapid spread 
of company unions and General Johnsons weak administra¬ 
tion of this part of the act. 

Probably no hasty experiment of this magnitude that tried 
to adhere to democratic processes and protect the rights of all 
parties, including the consumer, could have been an immediate 
success. And NRA did not last long enough to overcome the 
initial problems. In May 1935 the Supreme Court declared that 
Congress could not constitutionally use its power over inter- 



146 


THE AMERICAN BUSINESS SYSTEM , 1930-1955 


state commerce to dictate conditions of manufacture and sale, 
and that it could not delegate loosely defined powers to code 
authorities. 5 By this time all groups seemed content to see the 
end of so complex and hybrid a system of government and 
private controls. 


THE NEW DEAL IN FINANCE 

Although there was little initial opposition either in or out 
of Congress to federal relief, rehabilitation of the banking 
system, AAA, or NBA, the Presidents effort to raise prices by 
monetary inflation revived the traditional struggle over the 
gold standard. Having behind him a sweeping Democratic 
majority, and supported by a group of economists who believed 
essentially in the quantity theory of money, Roosevelt obtained 
cancellation of gold payment clauses in federal bonds and other 
loan contracts, the power to devaluate the dollar up to 50 per 
cent in relation to gold, and ultimately a silver purchase pro¬ 
gram. He aimed to provide “the kind of dollar which, a genera¬ 
tion hence, will have the same purchasing and debt paying 
power as the dollar value we hope to attain in the near 
future.” 6 

Because of the belief of his advisers in the stimulating ef¬ 
fects of inflation on the domestic economy, the President re¬ 
fused to enter into any fixed exchange relations at an Inter¬ 
national Monetary Conference held in June 1933. In January 
1934 he fixed the gold content of the dollar at 59.06 per cent 
of the previous amount. This marked the end of his experiments 
with the dollar. In spite of later changes in price no revaluation 
was attempted. The country never returned to free and un¬ 
licensed exchange of paper money for gold. Since no foreign 
country did either, the United States could be said to have 
returned to the modern version of the gold standard, that is, 
gold issued by special application to pay international trade 
balances. 

Some critics have blamed the inflation of World War II on 
the expanded gold base for American currency provided by 
devaluation. Yet the price changes in the North during the 
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Civil War and in the World War I period were of about the 
same magnitude as in World War II and its aftermath. More 
immediate effects of the monetary policies were to hinder 
international agreements regarding convertibility of currencies, 
and hence to discourage international trade, and to drive sil¬ 
ver standard countries, such as China and Mexico, off a metal¬ 
lic base by raising the market price of silver. 

Offsetting the reduction in trade due to monetary readjust¬ 
ments was the government s policy of reciprocal trade pacts. 
By the Act of 1934 Congress allowed the executive to negotiate 
with individual nations special agreements that might lower 
tariffs by as much as 50 per cent. Before World War II such 
agreements, affecting about a third of American trade, had 
been negotiated. Since many countries had treaties specifying 
"most-favored-nation” treatment for their goods, the tariff re¬ 
ductions spread beyond the new trade pacts. In spite of the ef¬ 
forts of tariff lobbyists, these policies were still in effect in 
1955. 

Early business opposition to the New Deal centered on the 
abandonment of the gold standard, but it is probable that 
most businessmen were opposed to all of the reform, as distinct 
from relief, measures. Herbert Hoover spoke for conservative 
businessmen when he said in 1934 that the New Deal repre¬ 
sented “ a vast shift from the American concept of human 
rights which even the government may not infringe to those 
social philosophies where men are wholly subject to the state.” 7 
But faith in a self-regulating economy led ineyitably to a nega¬ 
tive position. Business leaders had no positive program of their 
own to oppose the Roosevelt formulas for curing the abuses 
of the twenties. 

The banking reforms, carried out chiefly under an emergency 
act of 1933 and a subsequent act of 1935, had as their two 
main features an increase in government control of the Federal 
Reserve System and deposit insurance. The seven-member 
control board, now called the Board of Governors of the 
Reserve System, was given power over rediscount rates and 
over open market operations previously exercised by the Re¬ 
serve Banks, and the ability to increase reserves, which had 
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formerly required presidential approval. Bank deposits up to 
$5,000 were guaranteed in each account, and state banks with 
average deposits of over $1,000,000 had to join the Federal 
Reserve System by July 1, 1942, or forfeit their right to insur¬ 
ance. 

These measures fell considerably short of the ideas of liberal 
Democrats who stood for government ownership of the Federal 
Reserve Banks and compulsory membership in the System for 
all banks. But neither did the Act of 1935 please the big metro¬ 
politan bankers who had previously dominated the Reserve 
policies in their areas (see p. 89) and who felt that because 
they had many very large accounts a premium for insurance 
based on total deposits might make them pay more than their 
share. 

By 1935 mergers and failures had halved the 1920 total of 
30,000 banks, and the downward trend in state banks con¬ 
tinued. Nevertheless, in 1942, when the larger state banks had 
been forced into the Reserve System, there were still 7,600 
banks on the outside and only 6,600 members, although the 
members had 85 per cent of the total deposits. 

Opposition to the banking act was confined to criticism of 
specific terms, but the financial community objected to the 
Securities Act of 1933 and the Securities Exchange Act of 
1934 in both detail and principle. By these laws elaborate in¬ 
formation had to be provided about companies offering new 
security issues, and the conditions of trading were regulated 
by a Securities Exchange Commission. In general, the require¬ 
ments were similar to those that had been enforced by leading 
nations of Europe since the late nineteenth century, but at 
first they seemed an intolerable burden to previously unregu¬ 
lated Americans. “Evidence accumulates,” wrote the President 
of the New York Stock Exchange, “that the quality of the mar¬ 
ket has been seriously affected ... to the extent that excessive 
regulation stifles individual initiative, intimidates and confuses 
honest men . . . such regulation is not in the public interest.” 8 

Through subsequent laws, the SEC was given power to break 
up pyramided public-utility holding companies, to supervise 
bankruptcies and reorganizations, and to regulate the issuing 
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of trust certificates, the operation of investment trusts, and in¬ 
vestment advisors. In short, the Commission could police the 
security operations of the United States. 

Like many people in the new administrations or commis¬ 
sions, the original members of the SEC brought a missionary 
spirit to their tasks; they saw themselves as protectors of the 
public against the machinations of the "money-changers.” But 
as time went on the commissions mellowed, and legitimate 
business, in turn, came to recognize certain benefits from strict 
policing. After further experience in World War II, it appeared 
doubtful that the businessmen affected would eliminate such 
boards as the Federal Communications Commission, those 
regulating transportation, or the SEC if they could. 

Pursuing the policies of relief for debtors and recovery 
through stimulating construction, the New Deal made changes 
of fundamental importance in the finance of American housing. 
Farm and then nonfarm mortgages on small properties were 
refinanced and guaranteed by federal agencies. Important 
relief measures as these were, the Federal Housing Administra¬ 
tion, created in 1934, was in the long run even more important. 
It not only initiated the government-guaranteed mortgage for 
small-home construction, but also popularized the idea of uni¬ 
form monthly payments that included both principal and 
interest — the packaged mortgage. 9 Without these two devices 
the great expansion in the building of small houses from 1948 
on would have probably been impossible. 

For slum clearance the government offered direct subsidies. 
Private enterprise could not erect a new building in which 
apartments could be rented for the same low rates as for the 
run-down, vermin-infested tenements that housed much of 
the urban working class. "Model tenements” built without 
government aid invariably turned out to be middle class in 
their rents and clientele. In 1937 Congress, impelled by Senator 
Robert F. Wagner of New York, set up a United States Housing 
Authority to assist local governments in slum clearance and 
low-income housing. Local real-estate interests feared the 
competition of the new buildings, and in the beginning prog¬ 
ress was slow. But for the first time America's slums stopped 
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growing, and the government after World War II continued 
legislation to support new construction. 

BUSINESS ATTACKS THE NEW DEAL 

By early 1935 President Roosevelt was only beginning what 
came to be called the second phase of the New Deal. But to 
the majority of businessmen he had already gone much too 
far. Their opposition took two forms, better organized lobby¬ 
ing in Congress and a drive to win public opinion to their 
side. 

The National Association of Manufacturers had had little sup¬ 
port from big business in its earlier years, and in the late twenties 
its income and activities dropped off. 10 But Roosevelt alarmed 
some of its members, “a few advance thinking souls who real¬ 
ized that only top-leadership could serve the purposes of busi¬ 
ness salvation.” 11 Gradually the big money came in, and the 
NAM became a central agency for business defense against 
the New Deal. The American Farm Bureau became a similar 
central agency, carrying on work in Washington for a number 
of trade associations, including the National Automobile Cham¬ 
ber of Commerce. 

On the public-opinion front the Liberty League was estab¬ 
lished in August 1934 to protect the Constitution and American 
liberties from the assaults of New Deal legislation. Two former 
Democratic presidential candidates, John W. Davis and Alfred 
E. Smith, joined with leading businessmen and lawyers in the 
work of the League. Anti-Roosevelt publicity was easy to 
secure, since by 1935 most of the nation’s newspapers had 
turned against him. Roosevelt was attacked for extravagance 
and consequent increase in the national debt, as well as for 
infringement of personal liberties. 

These charges had a basis in reality. The President was a 
loose administrator and Americans were relatively inexperi¬ 
enced in creating bureaucracy. Deficits were mounting, and 
there was a widely held fear of public debt even among those 
who supported the New Deal. Businessmen, unaccustomed 
to government forms and regulations, bitterly resented the new 
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burdens of paper work, legal advice, and federal supervision. 

To the ordinary citizen, however, who never came in direct 
contact with business regulations, who saw in public finance 
an unsolved mystery, and who felt his savings, his home, and 
his income were all better protected than ever before, the ap¬ 
peals of the Liberty League had little force. Furthermore, the 
businessmen’s informal campaign of vituperation against the 
President went to lengths that appeared ridiculous to the wage 
or salary earner. In upper-class circles he was referred to as 
“that man,” and a steady stream of malicious jokes about the 
President emanated from clubs and offices. 

Correctly diagnosing the popular desires, Roosevelt by the 
beginning of 1935 was emphasizing greater security for the 
common citizen rather than more regulation of business. In 
his annual message to Congress on January 4, the President 
said: “We find our population suffering from old inequalities, 
little changed by past sporadic remedies ... we have not ef¬ 
fectively lifted up the underprivileged.” Further aid to farmers, 
unemployment insurance, old-age pensions, and more govern¬ 
ment projects were the President’s solution. These measures 
were disliked in principle by businessmen because of the ex¬ 
pense involved, and the threat that too much security would 
weaken in individuals the drive to save money or get ahead, 
but except for the Works Progress Administration, whose wage 
rates were in some instances so high as to exert an upward pres¬ 
sure on those paid by private industry, none of the early acts 
of 1935 directly affected the conduct of business. 

The armistice, however, was brief. Soon the most serious 
conflict of all between business and the New Deal arose in¬ 
directly from the action of the Supreme Court. In May 1935 
the Court declared the National Industrial Recovery Act un¬ 
constitutional. Liberals in Congress were now determined to 
assert in a stronger form the principles of collective bargaining 
in the repudiated law. The reassertion in Senator Wagners 
National Labor Relations Act of July 1935 went further than 
the provisions of Section 7a of the NIRA, further even than 
previous plans of the President, who had not played an active 
part in the initial framing of the measure. 
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In the new law specific clauses were inserted to prevent a 
company from influencing its workers or supporting a company 
union. The union that could win a majority at an election was 
given the power to speak for all wage-roll employees. A new 
three-man National Labor Relations Board could make rules 
and regulations, and in case of legal dispute, the Boards find¬ 
ings of fact were binding. In a chapter of his memoirs entitled 
“Fascism Comes to Labor — with Consequences,” Herbert 
Hoover wrote, “In violation of the whole spirit of American 
justice, the Board was judge, jury, and prosecutor. There was 
no effective appeal from its decisions . . . The Board appointed 
by Roosevelt presents a prime exhibit of the collectivist charac- \ 
ter of his officials and also of the collectivist character of the 
regime.” 12 A more objective historian writing nearly a genera¬ 
tion later has called the Wagner Act “probably the most bluntly 
anti-corporation legislation the United States has ever 
knowm.” 13 The long arm of government touched the plant at 
two of its most sensitive areas, cost and authority. For the 
employer this was by far the most intolerable act of the New 
Deal. 

In the same session of Congress a steeply graduated personal 
income-tax bill, popularly referred to as a “soak the rich” 
measure, was put through by the same leftist-liberal leader¬ 
ship. As in the case of the Wagner Act, the terms of the final 
bill were probably in advance of the President s thinking, but 
in both instances business leaders blamed him. 

The election of 1936 demonstrated once more the strength 
of President Roosevelt and the lack of popular support for 
business leadership. The Republican party polled less than 
40 per cent of the popular vote and elected only about 20 per 
cent of the members of Congress. For the next four years 
business appeared to lack political defense. But the Supreme 
Court and the southern Democrats might still be relied on for 
last-ditch protection. During 1935 and 1936 the Court had de¬ 
clared seven major New Deal acts unconstitutional, and the 
National Labor Relations Act might well be headed for the 
same fate. 

At this juncture the President sought to use his sweeping 
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majority to change the complexion of the Supreme Court. 
Taking an initial stand that the justices were overworked, he 
proposed that Congress pass a law allowing him to appoint 
one additional justice for each member over 70 years of age 
until the Court reached a total of 15. Previous Congresses had 
altered the composition of the Court, but never by more than 
twQ justices. The President’s plan met a conservative attack of 
increasing strength from both Democrats and Republicans, 
and passed Congress only in a drastically revised form. No 
additions were to be made to the Court, but justices were to 
be tempted to retire by high pensions. 

But meanwhile, the Court had reversed its attitude through 
the changed thinking of Justice Owen D. Roberts. Much of 
the New Deal legislation had been invalidated by 5 to 4 deci¬ 
sions; now, on April 12th, 1937, the National Labor Relations 
Act was declared constitutional by a 5 to 4 margin. 14 The 
retirement of Justice Willis Van Devanter at the end of the 
1937 term confirmed the breakdown of the judicial barrier to 
the extension of federal power. 

Had the prosperity of 1937 continued there might have 
been no more major legislation affecting business. The depres¬ 
sion of 1938, however, led Congress to use its power over 
interstate commerce in the passage of a Fair Labor Standards 
Act setting a maximum of 40 hours a week, a minimum wage 
of 25 to 40 cents an hour, depending on the section, and pro¬ 
hibiting the labor of children under sixteen in industries pro¬ 
ducing goods for interstate shipment. This law, objectionable 
to business in principle, did not greatly affect conditions of 
employment outside the South. With its passage the New Deal, 
except for antitrust investigations and prosecutions, virtually 
came to an end. 

THE NEW DEAL IN PERSPECTIVE 

Early in 1951 the editors of Fortune collaborated with Rus¬ 
sel W. Davenport in an issue of the magazine, published later 
the same year as a book entitled US.A.: The Permanent Revo¬ 
lution , in which they compared the bad old days with the 
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happy, prosperous United States of mid-century. The factors 
that they saw as responsible for the better society, such as 
higher real wages, fairer labor relations, greater security, more 
honest financial dealings, greater social responsibility by cor¬ 
poration executives, stem largely from the days of the New 
Deal. One cannot help but conclude that unpleasant as this 
period may have been, many big-business executives, at least, 
came to see the reforms as inevitable adjustments to changing 
economic conditions. 

Except for the Wagner Act, which was subsequently re¬ 
placed by the Taft-Hartley Act more favorable to employers, 
the enlightened executive of mid-century might conclude 
that his objection was more to the way Roosevelt talked than 
the things he did. The propaganda of the New Deal against 
“economic royalists” and the “greedy” was highly offensive to 
most businessmen; the legislation, in retrospect, appeared more 
moderate. 

Although many of the principles necessary for a better 
society were put into law by the New Deal, the wide-spread 
entry of government into economic activity during World 
War II brought perhaps more change in American business 
life. Out of the war came greatly increased real wages, stronger 
unions, and the dependence of wide areas of business upon 
government policy. Furthermore, Congresses from 1943 on, 
which were dominated by conservatives, either through South¬ 
ern-Democrat-Republican coalitions or Republican control, 
did very little to alter the New Deal legislation, except for the 
Wagner Act, and generally proceeded on the assumption that 
business recessions should be met by government remedies. 
Whether or not this represented a “permanent revolution,” it 
appeared by the fifties to represent the majority policy of both 
parties. 


PUBLIC RELATIONS 

One element in what the late Frederick Lewis Allen called 
“the big change” rather than the “permanent revolution” was 
less reliance on the older slanted news story or advertising 
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type of public relations and the use of new, positive, and 
practical approaches to the position of large companies in 
their communities. Public relations in the 1920’s were based 
on spreading favorable stories and facts in widely read media. 
Inspired press releases were often forced on editors by their 
fear of loss of advertising if they refused to publish; pressure 
was brought on textbook publishers to see that public owner¬ 
ship was condemned and private enterprise extolled; and 
emphasis was placed on such institutional or protective adver¬ 
tising as Packard’s billboard slogan of 1932, “a dollar for a job 
or a dollar for a dole.” 

During the depression these exhortatory forms were labeled 
as propaganda and became relatively ineffective or in some 
cases were likely to produce the opposite results from that 
intended. There ensued seven or eight years of relative bank¬ 
ruptcy in public relations. Business performance was poor, and 
public-relations offices learned that it was action rather than 
fine talk that counted. As A. H. Batten, president of an adver¬ 
tising agency, said in 1937, "Any public relations worthy of 
the name must start with the business itself. Unless ... it can 
meet at every point the test of good citizenship and usefulness 
to the community, no amount of public relations will avail.” 15 

The rise of the new public relations must be seen against 
the background of fifteen years of prosperity, of perform¬ 
ance by business that exceeded most citizens’ expectations. 
Although statements by top executives may often have done 
their company harm by making it appear that the economic 
and social ideas of businessmen had not changed in the last 
fifty years, the old forms of public relations, such as speeches, 
news stories, and advertisements, were not abandoned. They 
were basic to communication. Public relations came to be 
seen as a “two-way street” which the company officials as 
well as the public had to explore. It was increasingly recog¬ 
nized by public-relations advisers that unless the company 
lived up to the image they were trying to create, their effort 
would fail. As a result the more advanced multiplant com¬ 
panies began to conduct a realistic type of public relations 1 
among their workers and in the local communities. 
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In the Du Pont Company, for example, the new public 
relations was called the precinct system. Each of nearly one 
hundred separate plants was charged with creating a friendly 
attitude toward the company among its employees and in its 
area. The means to this end were wages as high but no higher 
than those paid by the best employers in the area; “fringe 
benefits” in excess of those generally incorporated in union 
contracts, although few plants had outside unions; a strong 
emphasis on safety and health; contributions to community 
activities and active participation in them by the local execu¬ 
tives. A General Electric Employee Relations News Letter of 
January 7, 1953, urged: “First, let our employees’ families and 
their neighbors know what we are trying to do (and are doing) 
to be good employers, good buyers of local products and serv¬ 
ices; good tax payers, good contributors to charity and other 
worthwhile projects, and good corporate and individual citi¬ 
zens.” 16 “When we put a manager in a town,” said President 
McHugh of the New York Telephone Company, “we say to 
him in effect, This is your town . . . you are going to be loyal 
to this community/ ” 17 Some men who were rising rapidly in 
big companies moved on to other areas, but many middle-level 
executives spent their lives in one plant and became an integral 
part of the community. 

Another public-relations development of the thirties was 
the creation of foundations or institutes by which companies 
invested tax-free money in furthering public understanding 
through research or free services. The Brewers Foundation, 
cited by Bernays as a good example of his accomplishment 
in this connection, carried on statistical work and research 
for the benefit of the public and the industry. 18 

In assessing these new corporate attitudes based on good 
relations from positive performance, two factors should be 
noted. First, the liberal policies of pay and contribution 
and the new assumption of social responsibility had grown 
up during a period of unprecedented prosperity. A real test 
of the strength of such elements in business behavior would 
come when the nation faced a period of depression. Second, 
these policies perhaps had continuing strength because of 
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their suitability to the managerial role. As noted earlier (see 
Chapter 4) the managers of most big companies were not 
large owners of company securities and to many of them, at 
least, good employee and public relations gave more personal 
satisfaction than their relations with the stockholders. 

Consumer democracy was more emphasized than in the 
earlier part of the century. The consumer by his choices was 
held to decide what products would continue on the market, 
and which companies would succeed. Like municipal democ¬ 
racy, this is true in a broad sense. If lack of enterprise by 
existing producers limits choices for too long a period, some 
outside company will probably enter that market with a 
more desirable product, just as a long period of corrupt 
machine control usually leads to a municipal reform move¬ 
ment; but the adjustment is far from automatic. 

Two contrary trends may be noted in providing the goods 
the consumer wanted most at the lowest possible price. On the 
one hand the cost of starting complicated mass-production 
processes increased greatly in the years after 1941. In the 
1950’s a hundred million dollars was probably too little with 
which to establish a successful automobile company. On 
the other hand, the great corporations increasingly became 
all-purpose companies with large capital resources that could 
be invested in anything promising a good continuing profit. 
Their specialists were constantly surveying the industrial 
field for soft spots in the production of other companies 
where competition would pay, or for new products that could 
find a market. The search on the part of both manufacturers 
and distributors to find new uses for old products was also 
a response to “consumer sovereignty.” 

While a large part of advertising, as distinct from public 
relations, was aimed at sustaining the demand for old prod¬ 
ucts or preserving market positions, some of it performed 
the social function of acquainting the public with new utili¬ 
ties. Advertising expenditures for all media in 1953 were about 
one-third higher in real dollars per capita than in 1929. 
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THE REVIVAL OF ANTITRUST PROSECUTION 

In the late thirties the federal government attempted to 
aid the consumer by a new antitrust policy. During the 
twelve years of Republican control that ended in 1933, the 
Sherman and Clayton antitrust acts had been used spar¬ 
ingly. The philosophy of the National Industrial Recovery 
Administration was to set these laws aside. In 1937, however, 
with NRA an unpleasant memory and a new administrator, 
Thurman W. Arnold, in charge of the antitrust division of 
the Department of Justice, antitrust policy was revived. 

The Arnold philosophy, endorsed by the administration, 
was to prosecute collusive agreements rather than to try to 
break up big companies. By introducing more competition 
into semi-monopolistic markets, Arnold hoped to lower prices 
and increase production. In 1940 prosecutions had reached 
eighty-seven a year, more than were brought during the en¬ 
tire “trust-busting” administration of Theodore Roosevelt. 
From 1940 to 1948, the Sherman Act was invoked by the 
Department of Justice more times than in the preceding fifty 
years. 19 

In spite of the great energy of government prosecutors, 
the results were not striking. The Sherman and Clayton 
Acts had been warped and twisted by generations of judicial 
decisions until their legal applications were far from clear. 
The chief effects of the many court actions were to make 
companies more careful in the creation of records that would 
indicate collusion in pricing, and less anxious to drive out 
the medium-sized competitors who constituted proof that 
competition still existed. 

In the export market the Webb-Pomerene Act of 1918 
allowed American firms to join international cartels without 
risking antitrust prosecution. International trade in raw ma¬ 
terials, such as rubber, coffee, nitrates, potash, copper, and 
tin, fell under the control of cartels in which American com¬ 
panies participated. Use of patents and erection of branch 
plants in foreign nations also led to cartel arrangements. 
For the firms on the inside the agreements spelled security 
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and price maintenance, for those on the outside they ap¬ 
peared to be barriers to progress. At the end of World War 
II, President J. Howard Pew of Sun Oil Company denounced 
cartels as “the primary reason for the backwardness of 
European industry . . . Their effect has been to destroy 
initiative; close the door of opportunity for new individual 
entrepreneurs and small business units; encourage ineffi¬ 
ciency; raise prices and thus lower the standard of living.” 20 
In spite of their unpopularity with many American business¬ 
men, international cartels continued to thrive in the forties 
and fifties. 

BUSINESS AND GOVERNMENT IN PARTNERSHIP 

In spite of loud protests and mutual distrust, the New Deal 
forced business and government to work more closely together, 
to form a kind of partnership which grew in importance in 
later years. Business firms had to assign special employees 
to the tasks of understanding new federal regulations and of 
dealing with new agencies. One company framed a set of 
extracts from relevant statutes and hung it in the front office 
as a reminder of how much it had come to be regulated. In 
most big companies someone at about the level of vice- 
president had to spend much time in Washington learning 
to know the operations and personnel of important bureaus 
and commissions. Small businesses that could not afford to 
have specialists in federal relations dealt with these matters 
through trade or other associations. Soon Washington was 
the home of large numbers of legislative counselors, or lobby¬ 
ists, representing all varieties of business activity. 

Federal agencies such as the Federal Trade or Securities 
Exchange Commissions soon found it valuable to seek the 
advice of business. For this purpose conferences were held 
and advisory committees of businessmen appointed. If busi¬ 
ness and government were both to be held socially respon¬ 
sible for the general welfare, there had to be considerable 
communication between them. 

The new personal income and corporation taxes led to 
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changes in business structure and procedures. High taxes 
on earnings encouraged prosperous companies to merge 
with money-losing firms that could be built up, rather than 
pay what were regarded as unwarranted returns to the gov¬ 
ernment. Wartime excess-profits taxes worked in the same 
direction. Companies that currently showed losses but might 
expect good earnings in the future, when it was hoped that 
taxes would be lower, were valuable investments for firms 
with large profits. Since a maximum tax of only 25 per cent 
was paid on capital gains, it was better for the receivers of 
large incomes to make additional money from property 
manipulation rather than from salaries or dividends. The tax 
laws, therefore, were an incentive toward the business con¬ 
centration that the government was trying to prevent. 

War contracting also tended to make big business bigger. 
Of eighteen billion dollars’ worth of war plants built by 
private companies between 1940 and 1943, three quarters 
were units exceeding ten million dollars and nearly a third 
were units exceeding fifty million. Of plants built directly by 
the government, about half, over seven billion dollars* worth, 
were constructed and operated under contracts with only 
thirty-one corporations. 21 

Government contracts continued to provide a large part 
of the income of big manufacturing companies. In the fiscal 
year 1950-1951, during the Korean war, 100 corporations re¬ 
ceived over eighteen billion dollars in defense contracts. 
General Motors led with 2.4 billion followed by United Air¬ 
craft with 1.2 billion. 22 The Korean war brought a resump¬ 
tion of the excess-profits tax, so effectively employeed in World 
War II, but fast write-offs of depreciation drew much of the 
sting for those companies that needed to expand. During 
the period of the Korean war seventeen billion dollars of 
new plant expenditures were rapidly written off, allowing 
the companies involved to acquire large tax-free reserves. 

The foreign-aid program initiated by President Truman 
and continued by President Eisenhower was another govern¬ 
ment support for business. Nations that could not have other¬ 
wise bought in the American market were given the ability, 
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and were often compelled, to enter large contracts with 
American firms. 

The development of atomic power, which would be a major 
field of capital investment for the late fifties and sixties, de¬ 
pended upon progressive release of the results of government 
research. In 1954 certain companies such as General Electric 
were being given approval for experimentation with atomic 
equipment, and in 1955 public-utility companies were start¬ 
ing to build atomic plants. 

At the close of his book, Laissez-Faire and the General 
Welfare State , Sidney Fine chooses the Employment Act of 
1946 to symbolize the final blow to the idea of a government 
of closely restricted powers, separated from the activities of 
business. This law established the President's Council of 
Economic Advisers with responsibility for reporting the 
measures necessary to preserve economic stability and full 
employment In the words of President Truman, the act spe¬ 
cifically rejected kiissez faire and asserted that “our economy 
within reasonable limits will be what we make it, and intelli¬ 
gent human action will shape our future." 23 President Eisen¬ 
hower continued to make active use of the recommendations 
of the advisers, but a generally booming economy prevented 
serious issues between the Council and business leaders. 

Taxes, contracts, and legislation made business dependent 
on the advice of specialized lawyers and men who knew 
their way around Washington. Ex-government officials were 
valuable in the latter capacity. A man who had just left a 
government agency not only knew how to deal with it from 
the business side but also had friends among its personnel. 
Defense contracts made retired military or naval men valu¬ 
able corporate officials. Big companies were also glad to 
have one or two of their executives take leave to work in 
government departments where a sympathetic understanding 
of the business side would be of use. “Time and again," 
wrote E. Pendleton Herring, “our commissions have been 
run by officials who are merely the pale reflections of the 
very interests they are supposed to regulate." 24 

So, without either partner desiring it # in principle, business 



102 THE AMERICAN BUSINESS SYSTEM , 1930-1955 

and government grew closer together. Major business de¬ 
cisions came to depend on government spending, contracting, 
and tax policies to an extent not dreamed of in 1929, while 
some of the traditional bargaining points between business 
and government such as the tariff sank into the background. 

POLITICS AND PUBLIC OPINION 

Congresses steadily friendly to business smoothed the op¬ 
eration of the partnership of business and government. Part 
of the harmony came from virtually continous prosperity 
after 1941, which weakened the force of reform or regulatory 
movements. President Truman in 1948 framed an advanced 
liberal program, but Congress was not interested. The legis¬ 
lative and executive record of his two administrations seemed 
on most issues about all that conservatives could reasonably 
ask. 

Aside from the perennial battles over antitrust prosecutions, 
the problem of hydroelectric power was the major business 
issue between the two political parties. President Truman 
had continued the policy of regional public-power develop¬ 
ment begun with the Tennessee Valley Authority in 1933. 
The Columbia River was the great area of dispute at the 
end of the Truman regime. Secretary of Interior Douglas 
McKay in the Eisenhower administration did not propose 
to withdraw federal aid entirely but advocated local de¬ 
velopment and a chance for private enterprise to share in 
the process. 

How the close relations of business, particularly big busi¬ 
ness, and government would work under the pressure of 
hard times no one could tell. Cooperation depended upon the 
recognition by men like Secretary of Defense Charles Wilson, 
former president of General Motors, that there could be times 
when what was best for the company was not best for the 
country. Cooperation also depended on popular acceptance 
of the wisdom of business leadership. 

In May 1949 Fortune pointed out that according to a Roper 
poll "a majority of the people . . . believe that very few 
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businessmen have the good of the nation in mind when they 
make their important decisions.” 25 In February 1955 Look 
in a differently worded poll found 80 per cent approval. But 
when the reasons for approval were scrutinized, it was seen 
that they all hinged on material benefits rather than on re¬ 
sponsibility or leadership. Three respondents out of four 
"thought that regulation in the present form was necessary 
and proper.” 20 When one considers that "present” regula¬ 
tion included practically all the acts of the New and Fair 
Deals, except the National Labor Relations Act, the public 
attitude appeared ambiguous. 

Granting that polls correctly reflected opinion, the mixed 
views were not surprising. The public in the early fifties as 
in the twenties appeared to be generally complacent regard¬ 
ing domestic affairs. Reform movements aroused little enthusi¬ 
asm. The system worked well and the public was content to 
let it alone. On the surface, at least, business in the mid¬ 
fifties seemed to have as little to fear in the way of adverse 
action by either government or the public as at any previous 
time in the twentieth century. 
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prospering mightily in the great boom of the mid- 
century, business firms grew larger and larger. Medium-sized 
companies grew to sizes that would have been considered big 
in earlier decades, and many merged in order to achieve greater 
efficiency in production and marketing, or to balance losses 
against gains for tax purposes. As they grew companies needed 
more management — department heads, assistant managers, 
and staff officers. In addition, more mechanization was steadily 
increasing the ratio of administrators to manual workers in 
business of all sizes. Popular writers featured these corporate 
administrators as representative of the new American business. 

From the standpoints of education and social leadership, 
salaried executives were undoubtedly an elite group, in actual 
number they were a small minority of American businessmen. 
War and prosperity changed the older ownership pattern very 
little. Big corporations might steal the newspaper headlines 
and magazine articles and to most foreigners typify the Ameri¬ 
can business system, but the average businessman was in 
reality still a proprietor who owned a large share in a small 
enterprise. This remained true even if the term “businessman” 
w'as broadly interpreted to include administrators well below 
the top levels. Although no reliable figures are available, it 
appears certain that the total of all men occupying executive 
positions in the 35,000 medium-sized and big businesses in 
1950 was les6 than the three and a half million active pro¬ 
prietors and partners of unincorporated business alone. Fur- 
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thermore, from 1930 to 1950 the number of proprietors of 
unincorporated businesses, the number of corporations, and 
the number of business firms all increased faster than the 
population. American business in 1950, more than ever before 
in the twentieth century, was a realm of small operators. 1 

SMALL BUSINESS 

In 1929 there were roughly three million American business 
firms of all types, and four million in 1950, of which nearly 
half sold groceries, drugs, hardware, and a dozen other va¬ 
rieties of goods at retail. More than 20 per cent of the total 
rendered “service” through such enterprises as barber shops, 
beauty parlors, and filling stations. Financial, insurance, and 
real-estate firms comprised nearly 10 per cent; manufacturing, 
basic to the rest of the economy, less than 8 per cent. In each 
of the trade and service categories, firms with as many as a 
hundred employees were insignificant in number. The “busi¬ 
ness world” as one experienced it in daily American life was 
largely composed of brokers, independent experts on this or 
that, distributors, retailers, small manufacturers, and con¬ 
tractors. These men, each with a keen eye to personal profit, 
gave a competitive, enterprising character to the economy in 
spite of the giant corporations in manufacturing and public 
utilities. 

While no category of enterprise changed drastically in rela¬ 
tion to die whole during the twenty years, trade showed the 
greatest stability in number of firms in the face of depression. 
One reason was the need of landlords and suppliers of equip¬ 
ment to keep their property in use. If one grocer failed, and a 
store became empty, the landlord tried to attract a new tenant. 
If the landlord had cash, he might even stake the new grocer 
to his modest stock of bakery products, canned goods, fruits 
and vegetables. If the grocer could make enough to repay the 
advance gradually and to pay some rent, the landlord was 
better off than with an empty store. And if the grocer had a 
large family, they could all eat better, at wholesale prices, than 
by living on relief. 
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Supply companies that rented costly equipment to retailers 
were in a position similar to landlords. Pumps* display cases, 
refrigerator rooms, or restaurant fixtures made no money while 
idle or stored away. It was bet tea to take a chance on a new 
operator. And such was the desire of Americans to be their 
own bosses that there never seemed to be a shortage of new 
enterprisers ready to step in and try where some predecessor 
had failed. 

Although 90 per cent of the retailers remained small inde¬ 
pendent owners, they increasindv employed cooperative de¬ 
vices to assist in competition with chain stores. So called 
“voluntary chains'’ were* formed of independently owned stores 
supplied by a central wholesale agency which might be co¬ 
operatively owned by its outlets. Some large supply agencies, 
such as Rexall Drugs, undertook the promotion of their prod¬ 
ucts aud gave advice as to management. Hy 1950 half of the 
food sales bv independent stores originated in cooperative or 
voluntary chain arrangements. 

Some economists maintain that retailers supplied by one 
large wholesaling firm are not really independent entrepre¬ 
neurs. Often they cannot set their own prices, work out their 
own advertising and display systems, or freely choose what 
they will buy. Therefore, they should be regarded more as 
managers working on a commission basis. Against this it can 
be argued that the proprietor owns or rents his plac e of busi¬ 
ness, hires and fires his employees, makes many small but 
perhaps crucial choices, and carries on all relations with his 
customers. If one insists that a “free enterpriser” be com¬ 
pletely uncontrolled in his business decisions, then, what with 
intercompany agreements and government regulation, there 
is little free enterprise left in the economy. 

Chain stores in all fields of retailing grew rapidly in the 
twenties until their share of the total business reached about 
20 per cent, but growth thereafter was less rapid. In 1948, 
chains, including department stores and mail-order houses, 
accounted for 21 per cent of total retail sales.- The chain had 
some advantages in buying, and generally more capital to 
work with, but technologically there was nothing that the 
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chain could do in an individual store wliich an independently 
owned store could not duplicate. For example, the owner 
of an independent department store in Houston, Texas, said 
in 1950 that he did not find competition with the chain stores 
difficult. lie worked harder than a chain-store manager and 
had less overhead, better customer relations, and more flexi¬ 
bility. 3 

In manufacturing there were also many opportunities for 
small enterprise. Garment-making of many varieties needed 
little investment and had sales outlets adjusted to the small shop. 
The same was true for manufacture of most knit goods and 
some other textiles. A farm family could operate a machine 
for full-fashioned hosiery in off hours and peddle their prod¬ 
ucts to selling agents at prices that undercut the "big” mills 
with two or three hundred employees on union wages. Car¬ 
pentry and other branches of building construction were 
largely handicraft trades. A builder could subcontract those 
parts of his job requiring gasoline shovels or bulldozers and 
operate with nothing more than working capital, mostly sup¬ 
plied by a local bank on the basis of the contract. Job printing 
was another example of small business from which thousands 
of little entrepreneurs made a living. To give any compre¬ 
hensive idea of the range of these manufactures, from bread 
and rolls to pillows and mattresses, would take many pages. 

in all the small ventures, either trade or manufacturing, an 
investment of as much as $5,000 by the manager himself ap¬ 
pears to have been rare. The median personal investment of 
silk manufacturers in Patterson, New Jersey, between 1926 and 
1936 was $611. 4 Often four or five thousand dollars were col¬ 
lected by taking friends or relatives in as active or silent 
partners. With no outside help, three or four employees in a 
similar line of business could pool their savings and strike 
out for themselves. 

Certainly the life expectancy of the young enterprise, 
whether in trade, service, or manufacturing, depended to a 
large degree on the adequacy of the capital for the type of 
business. Sampling studies show that infant mortality was 
usually the result of too little money. But there were other 
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important causes of failure. Many men who knew the practical 
end of the business lacked the ability to keep accounts and do 
other necessary paper work. Others might lack training in all 
aspects of the venture that had attracted them. Inadequate 
general education played a conspicuous part in a good many 
bankruptcies. 6 

Added to all other hazards was the uncertainty of business 
conditions from year to year. Druggists starting on a shoestring 
in 1928 or 1929 had a poor chance of surviving first the decline 
in the buying of luxury goods from 1930 to 1933, and then the 
repeal of prohibition that hit their alcohol and medicinal liquor 
trade. What might be a boon for one business was death to 
another. World War II created wealth for fabricators who 
could get war contracts, but reduced or halted the business 
of those who could get neither contracts nor raw materials. 
Clothing stores rode the wave of high consumer purchasing 
power, while automobile dealers lived frugally on the repair 
business. 

As with human beings, life expectancy increased once in¬ 
fancy was past. Studies of retail trade undertaken in the thirties 
indicated high mortality around the second or third year, when, 
presumably, initial capital ran out. A study of manufacturing 
enterprises in an eastern urban area of about 50,000 population 
indicates that a quarter of those firms starting between 1929 
and 1938 fell by the wayside witliin an average of three years* 
and more than a third survived over ten years. For those start¬ 
ing during the more favorable period 1939-1944, only a fifth 
succumbed at an average life of three years and almost half 
lasted more than ten. 0 

The great depression was harder on small business than on 
big. The little man s profit margin was usually smaller than 
that of big business in good years, and when profits turned into 
losses he lacked reserves to draw upon for additional working 
capital, banks and even the Reconstruction Finance Corpora¬ 
tion looked skeptically at loan applications from firms that had 
no profits, no cash, and little net worth. From 1932 to 1939 
RFC advanced only about thirty-three million dollars in loans 
of under fifty thousand each. 7 That small companies survived 



AMERICAN BUSINESSMEN 


189 


and by 1939 were ten per cent more numerous than at the 
height of the previous boom is testimony to the great desire 
of Americans to work for themselves and to refuse to admit 
defeat. The decade of prosperity from 1940 to 1950 increased 
the number of enterprises by 20 per cent and added greatly 
to their financial strength. 

THE ATTACK ON COMPETITIVE PRICE 

The small retailer generally sought to hold his customers 
by charge accounts, deliveries, and other special services. 
These cost money, and he could not set his prices as low as 
large-scale cash-and-carry stores. His salvation, therefore, ap¬ 
peared to lie in some means of enforcing uniform prices. 

In 1937 the National Association of Retail Druggists and 
other small-business trade associations, persuaded Congress to 
pass the Miller-Tydings Act, permitting states to fix prices at 
retail regardless of the Sherman Antitrust Law. The Robinson- 
Pattman Act of a year earlier had already forbidden discrimi¬ 
nations in price among various purchasers for resale. By 1941 
the representatives of small retailers had persuaded forty-five 
states to pass fair-trade laws fixing the price of branded com¬ 
modities. If the laws could have been enforced, they might 
have given the retailer price protection that would have in¬ 
creased his profits. But enforcement proved impossible. Dis¬ 
count houses that sold for cash in defiance of the law quickly- 
appeared. 

In 1951 the United States Supreme Court ruled that no one 
who had not signed an agreement to sell at the established 
price could be bound to do so by law. Congress, still influenced 
by the pressure of small-dealer associations, passed the Mc¬ 
Guire Act to force all retailers to conform. But such laws 
remained hard to enforce. Secret discounting was hard to prove, 
and the producers were often in favor of such practices. 

Finding that discounts worked automatically to reduce price 
when markets were overstocked, large manufacturers tended to 
maintain an advertised retail price, and let the dealer suffer the 
loss if he had to sell for less. Whether the entire system of legal 
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price control worked for the benefit of small business was a 
moot question. 


MEDIUM-SIZED BUSINESS 

Between the Croat number of small enterprises and the small 
number of very big ones there was a large middle ground. In 
1950 there were 32,000 firms with between 100 and 1,000 em¬ 
ployees. Many of the firms that fell in this category, judged 
by number of employees, wen' big for their type of activity. 
Brokerage, law, accounting, or engineering offices of this size 
would ordinarily have many partners, swelling the number of 
owner-enterprisers in relation to the figures for firms. Collec¬ 
tively, such men exercised great influence over business ideas 
and policies. 

Medium-sized companies, often with college-trained manage¬ 
ment, operated successfully in almost every line of activity, A 
Los Angeles paint-maker, for example-, thus described the 
basis for the success of his medium-sized firm: “Our distribu¬ 
tion is based on service which larger companies are unable to 
give. Great assistance is given to dealers who sell on exclusive 
agreements. We give advice on store management, supply im¬ 
printed mailings for customers, business cards for professional 
painters, local advertising, and tie-ups with other merchandise. 
The personal attitude is stressed in dealer relations/’ Similarly, 
a small steel fabricator in the East explained that his shop, 
employing about fifty men. would make a boiler, easting, or 
other metal part of any size and type, whereas a big company 
would make only its standard models. 

This last illustration points to the rigidity of large-scale 
mass production. For a company that was geared to a series 
of assembly lines to make something new was, because of 
high overhead costs, usually more expensive than for a small 
firm; in addition, the big company might have no labor and 
supervision available for such a job. 

While the large company with a research staff had become 
the chief business source of innovation or invention in fields 
of applied science, the small firm, where things were still 
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tinkered with by hand or considered in relation to special 
needs, seemed likely to be responsible for a large part of non- 
scientific or simple innovation. The small businesses could hope 
that the inertia of their biggest competitors would allow the 
little innovator to get a bit more of the market by pushing new 
styles, patterns, and designs. 


REG ION AL DIFFERENCES 

American business presents the paradox of being both highly 
standardized and infinitely differentiated. In recent decades 
businessmen everywhere in the United States have talked the 
same idiom, worn the same' clothes, driven the same cars, 
used the same forms, and lo**kcd to the same corporations as 
models of achievement. Yet this national business culture that 
makes it hard to tell whether one is in a bank in New York or 
Dallas covers many basic differences in business attitudes and 
situations. 

The United States during the twentieth century represented 
in one place or another the whole range of economic* circum¬ 
stances. There were marginal farmers barely able to subsist, 
living close to the most modern factories; there were “im¬ 
perialist” investing regions and “colonial” areas needing de¬ 
velopment. Metropolitan capital markets like Chicago were 
related to back-country agricultural regions in much the same 
way that London was to South Africa or prewar Paris to 
Human ia. 

In twentieth-century efforts made by underdeveloped areas 
of the United States to attract capital, the town or an organi¬ 
zation of its business leaders was generally the active force, 
trying by gifts of money or land or remission of local taxes to 
bring industry or trade to their community. In 1907, for ex¬ 
ample, the Commercial Club of Brookfield, Missouri, went 
after a St. Louis shoe manufacturer. “Prospects of a factory 
employing five hundred people to make fine ladies shoes," 
writes Lewis Atherton, “aroused home town loyalty to a fever¬ 
ish pitch. Week bv week the cash bonus and other gifts in¬ 
creased in size. When the contract was signed in June 1907, 
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the bonus had reached $60,000 and the city also agreed to 
furnish free a factory site, water, and sewage disposal.’* 8 Even 
a school or college could be looked upon as a labor-employing 
and spending unit that enhanced the reputation of the com¬ 
munity and thereby attracted other enterprises. 

The big banks of larger cities sent their top officers around 
the country looking for new businesses or branch plants. With 
the rise of federal bureaucracy, government agencies and mili¬ 
tary installations became objects of solicitation. An air base, 
for example, might be the largest employer and spender in a 
city of 100,000 people. 

THE BUSINESS PENETRATION OF TEXAS 

Between such extremes as New York State, which in 1949 
had ten and a half billion dollars of value added to products 
by manufacturing, and Wyoming, which had forty million, lie 
a host of intermediate states that illustrate at any given mo¬ 
ment most of the historic stages in the substitution of industry 
and service for agriculture. Texas, for example, changed within 
a generation from a region largely agricultural to one that in 
the fifties ranked among the first ten states in value added by 
manufacture. And, aside from that in oil and gas, most of the 
progress came after 1940. 

Texas’ rapid business growth came in spite of many social 
customs generally regarded in other underdeveloped areas as 
impediments to industrialization. The Texans of the early 
twentieth century, largely ranchers or cotton growers, had the 
leisurely wavs associated with both agricultural life and the 
South. J V. Farwell, one of the principal owners of the mam¬ 
moth XIT Ranch, wrote in 1905 that the development of west 
Texas was ‘delayed only by the slow brain and muscle of na¬ 
tive Texas people.” 1 * Such deeply ingrained patterns of cul¬ 
ture change hut slowly. Industrialization, even in the main 
manufacturing arcus like Houston, Fort Worth, and Dallas did 
not eliminate the older habits. As a college-trained Fort Worth 
manufacturer observed in 1950: “High pressure and fast tempo 
are not accepted.” Ranchers still owned much mid-city prop- 
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erty in central and west Texas cities and often neither sold nor 
improved it. Business development came about both by move¬ 
ment of national firms into the area, and through the financing 
of local enterprises. The big banks of Houston in particular 
were continually on the lookout for national manufacturing 
companies that might buikl branch plants in Texas. Top execu¬ 
tives of the banks traveled to big centers like Detroit or Chi¬ 
cago and personally argued the advantages they had to offer 
in raw' materials, labor, and water transportation. The fact that 
they were operating within one closely united nation un¬ 
doubtedly gave these salesmen of the less developed region an 
advantage over similar efforts by South Africans in London, 
and still more over those of Brazilians in New York. 

If locally initiated enterprises were not big and secure 
enough, like public utilities or large oil companies, to sell stock 
or bonds through Chicago or New York investment houses, 
they sought money from local capitalists and banks. In the 
early days, before World War II, banks geared to oil and 
cattle were disinclined to make industrial loans. Gradually one 
bank in a medium-sized city would begin to bid for this busi¬ 
ness. But the more conservative banks could also bring in new 
capital by selling mortgages to large insurance or mortgage 
companies in the older regions. 

Because of the national banking act restriction that no bank 
could make a single loan equal to more than 10 per cent of its 
capital, large loans in Texas had to be shared with Dallas or 
Houston banks, and for loans of over a million dollars these 
banks in turn associated themselves with those of the nation’s 
major financial centers. 

While a number of successful local industrialists complained 
that “Texans are only venturesome in oil/' slowness to under¬ 
write new kinds of business was to a large extent reasonable 
caution. Industry and trade offered a myriad of different risks, 
and local entrepreneurs lacked experience. Lack of reliable 
administrative personnel is one of the major handicaps in all 
new areas. The first question that a capitalist who saw a new 
opportunity had to ask hffnself was, are there men around 
here who can do this? A Fort Worth banker explained that his 
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'people were willing to venture if management eornes with 
industry",” 

Within Texas the national differences in development were 
mirrored on a lesser scale. Central and west Texas were “new 
regions industrially, compared with the eastern Gulf Coast. In 
a city of the high plains such as Amarillo the oil and cattle 
west continued to show the effect of the initial contacts with 
general industry. In 1950 almost every Amarillo business had 
been founded by its existing operator. Most of these pioneers 
lived their work, and took little time for play. To visitors from 
the older industrial areas the pace seemed leisurely, but to the 
men of the old agricultural order the present seemed to mean 
‘rushing a!) the time.” 

An intense pride in Amarillo and a desire to keep ahead of 
rival Lubbock, seventy-five miles to the south, led to continual 
efforts to attract business. The Chamber of Commerce estab¬ 
lished an Industrial Foundation with some KK) members to put 
up money for selected new enterprises. Such aid, however, was 
carefully allotted. A major aim was to encourage industries, 
such us food processing and farm implements, that were allied 
to Amarillo’s position as an agricultural trade center. 

In spite of the spread of general industry, the continuing 
strength of Texas economy and the chief source of individual 
wealth was oil. By granting a 27.5 per cent tax-free annual 
allowance for depletion, an act of Congress in the Roosevelt 
administration gave oil, and therefore Texas, a favored posi¬ 
tion in the national economy. Established to encourage wild- 
catting, the drilling of wells in unproven fields, the allowance 
kept oil money employed in the furl her quest for oil. But oil 
operations require machinery, buildings, and all of the usual 
consumer supplies, so that the oil boom aided other forms of 
business. 


THE SOUTHERN CALIFORNIA PATTERN 

Te xas was the outstanding example of mid-twentieth-cen¬ 
tury development of a region with great natural resources. In 
contrast Southern California represented equally rapid growth 
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in a new area which up to 1950 had no important resource save 
climate. Here population came* first and business followed. The 
result was a young, boom economy in light industry, luxury 
goods, and assembly'-work stiikingly different from that in most 
other areas of the United States. 

Many of the small manufacturers, wholesalers, and retailers 
that supplied the growing population were themselves mi¬ 
grants seeking to supplement an income on which they had 
planned to retire. Oilier entrepreneurs were men from similar 
lines of business elsewhere in the country who had wanted to 
move to California. Since these migrants could generally sup¬ 
ply their own capital, there was a tendency to start too many 
enterprises and create severe local competition. Through the 
high trans-mountain height rates, and the difficulties of firms 
in quickly and properly supplx mg a distant market, infant in¬ 
dustry in Cahfornij received considerable protection from 
eastern producers. 

The varied character of California enterprise, particularly 
following World War II, was reflected in the lending policies 
of the banks. Being larger institutions than the banks in Texas, 
they could afford to bring in expert personnel from the older 
financial centers to evaluate diverse risks: personnel which 
came, as did the population as a whole, mainly from the 
Middle West. But;, in spite of the desire of these former Mid- 
Westerners to share large loans either on the coast or in Chi¬ 
cago, New York remained the chief source of funds for big 
participations. Wall Street indeed stretched across the con¬ 
tinent. 

The barrier of mountains and distance worked both for and 
against California. On the one hand, it gave local industry an 
advantage in the* home market, and on the other, made it hard 
for the local man to expand into the national market because of 
high transportation costs. High California wage rates, boosted 
by the war industries, were another hindrance to sales beyond 
the mountains. Consequently, successful West-Coast firms 
tended to establish branch plants in the Middle West, the 
East, or in foreign nations. 

The moving-picture industry, located originally because of 
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the climate, was an exception to these difficulties, but as a 
home enterprise, looked at from either employment or capital 
investment, it was relatively small. Its contribution to the 
growth of Los Angeles was more the creation of a glamorous 
rich, a smart and dashing elite that gave the city publicity but 
rather annoyed the Chamber of Commerce. 

Anxious as the Southern Californians were to build industry, 
assembly of parts made elsewhere and distribution of goods to 
the local market remained the chief nonagricultural activities. 
Tourists or permanent visitors from other regions were re¬ 
garded by many as the most valuable import. A leading banker 
suggested that Angelenos still lived by the old Arkansas adage 
that “one Yankee tourist is worth twice as much as a bale of 
cotton and is twice as easy to pick.” 

THE MATURE WEST 

Bordering such precocious and naturally favored areas as 
Texas and California were other parts of the West where, 
granting the existing stage of technology, growth appeared to 
have leveled off in the period after World War II. This 
phenomenon was generally true of the continental area from 
the High Sierras to the wheat and corn belts of the prairie 
states. Exceptions occurred where coal, iron, or other mineral 
deposits prompted new operations such as the Geneva plant of 
United States Steel in Utah. But centers like Denver, Colorado, 
for example, in spite of sparse surrounding population could be 
regarded as the capitals of mature areas. 

By the end of World War II the leading business institutions 
of Denver were in the hands of the second or third generation 
of family ownership, in contrast to Amarillo, four hundred 
miles to the southeast, where practically no business save oil or 
cattle was in the hands of even the second generation. In 1950 
no new hotels or office buildings marked Denver’s streets. A 
vast Denver trade area, moreover, was being gradually eaten 
into by other metropolitan centers on its edges. Los Angeles, 
San Francisco, Missoula, Kansas City had all encroached upon 
Denvers intermountain trade empire. “If opportunities exist 
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hero” said an editor, “they are undeveloped and require hard 
work to develop them.” 

Texas, Southern California, and Colorado in 1950 illustrated 
the range of differing situations in United States business and 
economic growth. They also suggested the impermanence of 
any given phase. Colorado, the boom area of the late nine¬ 
teenth century, was by 1950 relatively static, while Texas 
forged ahead. By 1955 Colorado and the other mountain states 
were starting to benefit from new oil and uranium booms. But 
time would no doubt bring plateaus of maturity to all rapidly 
developing areas, and subsequent changes in technology, new 
discoveries of natural resources, or even an evolution in gov¬ 
ernment policy might revive growth. Similarly because of mid¬ 
century transportation costs and problems of water supply, 
some Los Angeles executives feared that the area was over¬ 
developed. Yet new methods of processing sea water, cheaper 
means of transportation, and the continued development of oil 
and natural gas might make such fears laughable to a future 
generation. 

THE PLACE OF NATIONAL CORPORATIONS 

Everywhere in mid-century urban America the policies of 
the big national corporations could be seen and felt, but in 
none of the cities mentioned in the foregoing examples of 
Western growth did such influence appear to be dominant. In 
all three areas there were large branch plants of the leading 
corporations, each office ordinarily commanded by a vice- 
president. These officers were accorded high respect and pres¬ 
tige, but they appeared to take less part in community de¬ 
cisions and to do less to set the tone and tempo of business 
than the important local men. For example, if one great air¬ 
plane company were to close its Fort Worth plant, 20 per cent 
of the city’s workers would have been out of jobs. Yet at busi¬ 
ness-club meetings and in the discussions of informal business 
groups regarding local policy, one could not detect any in¬ 
fluence from the policies of this company, except for the i>res- 
sure of its union contracts upon the open-shop traditions of 
the community. 
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An inescapable conclusion from any effort to assess the rela¬ 
tive importance and influence of small, medium, and big busi¬ 
ness, or of local, regional, or national branches is that the sub¬ 
ject had scarcely been approached in any systematic way by 
the 1950’s. This lag in social analysis is partly explicable by the 
subtlety and ambiguity of many of the questions involved. To 
maintain that large companies have great power is akin to say¬ 
ing that sovereignty rests in government. In either ease the 
practical question is how and in what channels is the power 
exerted. Furthermore, questions of the influence of big business 
lead at once to questions of the nature* of influence in a com¬ 
munity, and in turn to how people acquire the opinions that 
move them to action. In any event, the businessmen in the 
small- and medium-sized cities that contain the largest seg¬ 
ment of American population thought they were still free 
enterprisers managing their own affairs. Helleeting deeply in¬ 
grained patterns of thinking, they worried more about being 
dominated by government than by big business. 

The attributes of bigness may vary considerably from one 
kind of business to another. Any definition must be flexible and 
must employ specific criteria. For example, if one takes mass 
production as the essential measure, then some figure such as 
$100,000,000 in annual sales might be selected; if the emphasis 
is on hierarchically complex professional management, a figure 
such as 50 high-level executives can be used; or if total size of 
organization is the test, then 5,000 employees might seem a 
reasonable dividing line. But none of these measures apply 
uniformly; a big bank has many' administrators and few com¬ 
mon workers, a manufacturing company in heav\ industry the 
reverse. Ironically, the measure frequently used because it is 
easy to apply, that of financial value or resources, has little 
relevance to any of the problems or advantages of bigness. 

No matter what measure is used, big companies have grown 
enormously since the 1920s. In 1928 F. W. Taussig and C. S. 
Jocelyn studied, by means of questionnaires, the backgrounds 
and careers of some seven thousand top-level business leaders 
whose names were taken from Poofs Register of Directors. 10 
In 1952 W. L. Warner and J. C. Abegglen sought, as nearly as 
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possible, to duplicate the study in order to make comparisons. 
In the earlier study 13 per cent ot the executives were in firms 
with over $50,000,000 in annual sales; in 1952 the same per cent 
were in firms with over $500,000,000 in sales, 11 Other groups 
reflect about the same tenfold rate of increase. Even with 
figures deflated to allow lor the 50 to 60 per cent increase in 
the general price level, big business has grown faster than 
national income or wealth. 

The companies popularly regarded as big in 1950 were, with 
a few exceptions, nation-wide in their influence. It is relatively 
unimportant that General Motors was initially centered in 
Detroit, for the company has plants and high executives all 
over the Western world. General Electrics great home plant 
at Schenectady does not make it a local New York State en¬ 
terprise. The biggest insurance and brokerage houses are 
shifting more and more of their work to branches throughout 
the nation. The influence of such companies on economic 
growth and welfare, therefore, must be considered in terms of 
the country as a whole rather than any one section. 

MANAGERIAL BUSINESS 

These companies also differ from medium-sized local 
business in that they represent managerial rather than pro- 
notary enterprise. So large that their decisions a (feet the na¬ 
tional economy, owned by thousands of stockholders, run by 
highly trained professional executives, they have as we have 
already noted, their own rules and principles of behavior. 

In many respects the few hundred thousand executives of 
these big companies are a precocious minority in the world of 
American business. Though few of them are personally rich in 
capital, they no doubt constitute a large proportion of the 
businessmen with high and assured annual incomes. They have 
virtual control over enormous amounts of capital and equip¬ 
ment, and are continually faced with new problems resulting 
from the scale of their activity. 

As of the middle fifties it is impossible to define the exact 
effects of managerial enterprise on the society. One must rather 
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speak of trends apparently favorable or adverse to certain ob¬ 
jectives such as a higher standard of living, or the fostering of 
education, the arts, or greater security. 

As noted in Chapter 4, if the pursuit of profit was the historic 
key to the upsurge of capitalist economy, some of the condi¬ 
tions imposed by the big company were unfavorable. More and 
more the chief executives have been men who have risen 
through the bureaucratic ranks, rather than successful inde¬ 
pendent businessmen. A study of the careers of the chief 
executives of large companies shows that in 1899, three fifths 
had been at one time independent businessmen, in 1923, one 
third, and in 1948, only one quarter. 12 

One rose in the company by being a “good organization 
man/' with a proper regard for loyalties and morale. In 1948 
the veteran business leader Bernard Baruch gave a Youth 
Forum these rules for success: 

Be quick to praise. People like to praise those who praise them. 
Be sincere in doing this. 

Keep yourself tidy. 

Interest yourself in politics. If you’re governed badly, it will 
usually be your fault. 

Be polite. If you are, others will be polite to you. That makes 
life a little easier. 

Be helpful. That is the first definition of success. 

Be cheerful. There are enough crepe-hangers around, without 
adding to the list. 

Don't be envious. By far the better way is to assume that what 
the other fellow does, you can do as well or better. 

Don’t pity yourself. That gets you nothing. 

Avoid prejudices. The other fellow, if he be white, or black, 
or Jew or Catholic or Protestant, is as good as you are, so don’t 
think you can knife him by back biting him. 13 

Sound and democratic, these admonitions nevertheless neglect 
saving, frugality, efficiency, innovation, risk-taking, and profit. 
They are for success in an organization rather than a market. 

Good organization men were probably less aggressive risk- 
takers, less relentless in the quest for profit, than the owner- 
managers of smaller enterprise. A disgruntled trade-association 
executive in the mid-twenties remarked, “We are raising a lot 



AMERICAN BUSINESSMEN 


181 


of thoroughly drilled yes Ma'ams in the big corporations, who 
have no minds of their own; no opinions.” 14 

The salaried professional was particularly disinclined to 
pursue policies that might eliminate his job, regardless of the 
profitability of these policies to the stockholders. He might also 
be loath to recommend investments that would upset per¬ 
sonnel relations within the organization. For example, the 
assets of a steamship company became almost completely 
liquid during World War II through the sinking of its vessels 
and resulting insurance payments. There was little prospect 
that the company's normal trade would be profitable for new 
vessels in time of peace. The chairman of the board, a large 
stockholder and an independent capitalist, played with the 
idea of liquidating the operating end of the business and in¬ 
vesting the capital in more promising enterprises. Profit con¬ 
siderations pointed overwhelmingly in that direction. But the 
professional managers in the company, whose jobs would dis¬ 
appear, opposed such a plan. In the end the company decided 
to continue its customary type of operations. The pressures 
of personal relation and the momentum of a going concern 
won out over the policy that appeared to promise maximiza¬ 
tion of profit for the stockholders. 

These considerations, plus that of size alone, and the threat 
of government prosecution under the antitrust laws tended to 
make big-company entrepreneurs think more in terms of main¬ 
taining a given market position than in terms of radical tech¬ 
nological innovation and expansion at the expense of competi¬ 
tors. As Oswald Knauth, himself a managerial top executive 
saw it, ‘The life blood of managerial enterprise is a steady 
demand.” 15 Furthermore, if one or a limited number of com¬ 
panies controlled production in an industry, it was possible 
for entrepreneurs to slow down the pace of innovation in the 
interest of less risk and longer utilization of existing equip¬ 
ment— a process that might increase immediate purchasing 
power, but delay capital formation and future production. 
Well-known illustrations of the slowing down of innovation 
in the interests of more complete utilization of existing equip¬ 
ment are American Telephone & Telegraph Company's treat- 
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ment of the hand-set phone after 1907, and General Electric s 
and Westinghonse’s relatively slow response to the possibilities 
of fluorescent lighting from 1896 to 1938. 16 

If complete figures could be assembled, it might turn out 
that, other things being equal, the larger a firm the longer its 
life expectancy. Sampling studies point in this direction. But 
if the longevity was because of size rather than economic effi¬ 
ciency, the prolongation of the large unit presumably hindered 
new development. 

Similarly, size insured the position of management. “The 
degree of success that management must produce to remain 
in office,” said Knauth, “is suprisingly small. Indeed manage¬ 
ment must fail obviously and even ignominously before the 
dispersed forces of criticism become mobilized for action. 
Directors are slow to act. This is entirely proper for they can¬ 
not upset the entire organization for every blunder.” On the 
other hand, “honest mistakes may be twisted into dishonesty 
by the unscrupulous in litigation . . . Management is curiously 
lonely in its equivocal surroundings. Its relations with stock¬ 
holders are as unclear as with directors and employees.” 17 

But there was another side to the picture of managerial 
enterprise. Increasing study of management by businessmen 
and scholars led to continuing efforts to overcome the inertia 
inherent in size and the indirectness of the profit motive. More 
research divisions were established to bring about desirable 
types of innovation, directed, as earlier, toward devices that 
would advance rather than outmode the current production 
of the company. Sales and production units within the company 
were kept in competition with each other and the scores tallied 
in comparative accounting records. In earlier days these ac¬ 
counting results were^hecked by the president, and managers 
who had done poorly were called to account (see p. 73); now 
it was considered better practice to turn the results over to the 
manager himself, as in General Electric, and thereby challenge 
him to solve his own problems. “There can be little doubt that 
the feeling of confidence and trust in the company that even 
casual contact with General Electric managers reveals, is di¬ 
rectly traceable to this practice of using information for self- 
control rather than control from above.” 18 
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Command of large resources gave the managers opportuni¬ 
ties denied to the proprietors of smaller organizations. The 
big company could afford specialists for everything: expert 
accountants, research engineers, marketing analysts, public- 
relations men. When the company lacked the desired specialist, 
outside service organizations could be called on. The top man¬ 
agers could experiment with varying types of organization and 
create new kinds of subsidiaries. When a good opportunity 
was offered, they could use their surplus to enter or create new 
lines of industry. 

General Motors, for example, which had long had subsidi¬ 
aries making electrical devices, bearings, spark plugs, and other 
automobile parts, now branched into the manufacture of 
radios, refrigerators, Diesel and electric engines, and a score 
of other products only indirectly associated with the original 
purpose. General Motors Corporation owned the properties 
of all of these enterprises, but in the case of foreign automobile 
factories it sold a minority of the stock in the subsidiary to 
local investors. 

Whether or not such great business empires promoted effi¬ 
ciency and growth at a more rapid rate than smaller specialized 
firms has never been determined. In theory their large-scale 
operations could cut costs, but in practice pricing policies 
allowed independent small companies to remain in competi¬ 
tion. This relatively secure command of the market and the 
large percentage of income that would in any case be absorbed 
by taxes was thought by some critics to lead to easy-going 
policies that might be called “conspicuous production.” 10 

The situation was presumably manifested in such things as 
elaborate executive procedures and more employees than nec¬ 
essary. On the other hand the struggle for place and prestige 
kept officers hard at work or at the approved meetings, types 
of recreation, and required reading. Fortune presented a 
"typical” executive complaint: "It’s all I can do to move the 
papers on my desk . . . I’ve got to read all the stuff that comes 
in. I’ve got to know these things . . . any other kind of reading? 
When am I supposed to have time for it.” 20 
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SOCIAL ASPECTS OF MANAGERIAL ECONOMY 

Undoubtedly in the forties and fifties the managerial group, 
including everyone from assistant managers or superintendents 
up, was the most rapidly growing segment of the population* 
Since the Bureau of Labor Statistics did not differentiate these 
employees from proprietors of small business and changed its 
basis for classification between 1940 and 1950, it is impossible 
to 'give any exact picture of the growth. During the great 
boom, the 32,000 medium-sized businesses joined with big busi¬ 
ness in adding many thousands of managers to their simple 
or intricate hierarchies. 

By mid-century, businessmen working in firms large enough 
to have such intermediate management had the education, 
nation-wide contacts, and company resources at their command 
that allowed them to set manners, attitudes, and habits of liv¬ 
ing. In political influence at the lower level they were probably 
inferior to the more numerous local business owners and law¬ 
yers, but in most other spheres they came to be regarded as 
the nation’s top-level elite. 

The group covered a wide range of income and social back¬ 
ground, from the $600,000-a-year president to the $6,000-a-year 
junior executive, from men with doctor’s degrees to those with 
only high-school education, from men of inherited wealth and 
position to those whose fathers had been laborers. Further¬ 
more, the chances for men from diverse middle- or lower-class 
origins to achieve top executive status appeared to be increas¬ 
ing. In the Taussig and Jocelyn study of 1928, for example, only 
11 [Kir cent of the business leaders had fathers who were la¬ 
borers; in the Warner and Abegglen comparative study of 
1952, there were 15 per cent from these ranks. A similar increase 
occurred in the group from white-collar homes. On the other 
hand, in the earlier analysis 37 per cent had fathers who were 
major executives or owners of large business; by 1952 only 
32 per cent had such favorable origins. 21 

Regardless of origins all executives of big companies had 
certain things in common — they held their jobs because of 
personal managerial ability, they occupied a defined position 
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in a graded hierarchy, they looked to increasing salary as the 
chief form of remuneration for their work, and they were part 
of an organization that functioned best through cooperation 
and good personal relations. These common attributes led to 
popular discussion of executives as a single group. 

At mid-century a group of social scientists studied “The 
American Business Creed,” both the “classic” ideas of the in¬ 
dividual enterpriser and those of the managerial group. They 
saw the creed as an ideology justifying those aspects of con¬ 
ventional business action that raised doubts either in the mind 
of the businessman or the public. 22 But the business creed 
differed only in emphasis from other American attitudes such 
as those of fanners, politicians, professional men, or laborers. 
Among all these groups there appeared to be no manifest dis¬ 
putes as to basic values. 23 Most Americans were held to believe 
in individualism, involving freedom and moral responsibility; 
materialism and productivity; practical realism; realistic ac¬ 
tivity; the goal of progress; an adventurous optimism; com¬ 
petition; and democracy. 24 But differences in emphasis might 
be great. It was in this fashion that the self-justifications of 
the manager differed from those of the proprietor. 

More than in the earlier years of the century (see Chapter 
4), the manager assumed social responsibilities and accepted 
the role of mediator or judge between the demands of organ¬ 
ized labor, administrative employees, producers, distributors, 
consumers, and stockholders. Such a view emphasized the 
professional, scientific, objective approach to both company 
and social problems. But the managerial role also put a pre¬ 
mium on careerism and the manipulation of people, on oppor¬ 
tunistic adjustment to changing situations rather than adher¬ 
ence to immutable principles. 

The many magazine articles which discussed the managerial 
group tended to overemphasize extreme cases. One over-all 
generalization however, seemed sound: the styles and fashions 
set by this managerial elite were closer to those of the mass 
of the people than had been the case in the earlier day of big 
independent enterprisers. Partly this reflected the fact that the 
customs of the society as a whole were more standardized 
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than in earlier decades, but it also depended somewhat on the 
requirements of a democratically oriented careerism. Eccen¬ 
trics were not readily accepted in managerial circles; the cult 
of the average man, always implicit in American culture, had 
gained further strength. 

Growing standardization of manners came from frequent 
moves to new areas. In a big company the rising executive 
was likely to be moved three or more times from one branch 
to another before he reached his final office. This led to a 
growth of suburban developments for middle-income families 
which most of the families expected to leave within a few 
years, and in which the habits and customs of the big company 
office were reflected. Apparently this reflection emphasized 
gregariousness, cooperation, and conformity. Automobiles, 
social clubs, and entertainment should be adjusted to one's 
position in the executive ranks. 

There was also a difference in prestige between the same 
job in companies of varying size and importance'. A vice-presi¬ 
dent of a medium-sized local concern would not have the 
standing of a department manager of a two-billion-dollar cor¬ 
poration. While such comparisons give the impression of a 
type of feudal hierarchy, it must be remembered that American 
democracy set the manners from top to bottom. Distinctions 
were based on levels of consumption and business influence 
but did not carry with them the right to be superior or over¬ 
bearing in personal contacts. 

Further blurring the distinctions between small businessmen 
and large were common habits of life and material aims. One 
often had to look closely to see the small gradations in taste 
and manners between the college-educated vice-president 
and the high-school-educated shopkeeper. A well standardized 
business culture had softened local color and class distinctions. 
Despite broad differences in economic activity the American 
businessmen and other Americans were becoming more alike. 

These phenomena were world-wide, the results of mass 
production and consumption, but the United States was in a 
leading position in the change. As products and services grew 
ever more varied so did the careers open to young Americans. 
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Scholarship aid for specialized education was becoming in¬ 
creasingly available, and the range of specialties continually 
growing. A small business could be started as easily as in pre¬ 
vious decades, and the proprietor, using the help available 
from the Small Business Administration and other government 
agencies, appeared to have a better chance for success than 
his predecessors. Successful careers in big business were more 
open to talent than in the days of smaller organization and 
continuing family influence. Partly from the evolution of the 
business system itself the United States was gaining in eco¬ 
nomic and social democracy. 



10 


Cultural (Change and Challenge* 


V^he gradual erasing of obvious regional and class 
differences by more uniform industrial-business customs and 
attitudes draws attention from more basic changes in the cul¬ 
ture. The business culture of 1950 was not that of 1900, and the 
United States of mid-century was less confident of a secure and 
inevitably successful future than in the days of McKinley or 
Theodore Roosevelt. In the business community this growth 
of uncertainty had a number of antecedents. While the total 
material progress of these fifty years had been all that might 
reasonably have been expected, the growth had been neither 
steady nor in accord with some of the older economic ideas. 
Furthermore, foreign nations had gone off in unorthodox eco¬ 
nomic directions that presented challenges to American prac¬ 
tices, traditions, and values. 

THE FATE OF THE “SELF - REGULATING*’ ECONOMY 

The changes deeply upsetting to business did not come be¬ 
fore 1917. In the halcyon days of the long prosperity from 
1897 to 1907, few questioned the ability of a relatively free 
economy to progress rapidly for decades to come. Capitalism 
as an economic system was working well not only in America 
but in the rest of the world. After mild depression in the seven- 

0 This chapter appeared in a slightly altered form as “Business and 
the Democratic Tradition/' Harvard Business Review, xxxiv (March- 
April 1956), 39-48. 
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ties, eighties, and nineties, European and British business was 
booming. Although increased military and naval expenditures 
were partly responsible for the European upturn, this element 
was generally disregarded by contemporary economists. In 
America the return to prosperity after the deep depression of 
the nineties was attributed to the self-regulating character of 
the economy. The concept of self-regulation was the very 
backbone of business thinking in “the good old days” Capital¬ 
ism was regarded as an economy which, if left alone by 
government and other “noneconomic” power groups, such as 
labor unions, would always tend toward a position of equilib¬ 
rium where all the many day-to-day decisions made on the 
basis of immediate self-advantage would somehow have the 
cumulative effect of full employment and equitable distribu¬ 
tion of income. Tins doctrine, taught in schools and colleges 
for many generations, was believed in by so many people out¬ 
side the business group that it came to be in fact one of the 
major elements of American culture of the earlier period. 

Prosperity after World War I, except for a short, sharp de¬ 
pression in 1921, reenforced the concept of the self-regulating 
economy. At the same time, new business ideas were emerging 
as to the role of leadership in the system. Walter Gifford, presi¬ 
dent of American Telephone & Telegraph Company, wrote 
in 1926, “New conditions have called a new type of man to 
lead the new kind of business organization . . . These men must 
take a long view ahead. They cannot decide questions merely 
on the basis of immediate advantage, because their company 
is going to be in business long after they are dead.” 1 Even 
the liberal weekly Nation conceded that a majority of Ameri¬ 
cans had been converted to the creed of the businessman. 2 

The basic contradiction between this idea of leadership and 
the concept of self-regulation was not immediately evident. 
Encouraged by friendly government officials, business leaders 
of the twenties were buoyantly optimistic. The effects of a 
better financial system and big corporations were thought to 
have brought a new stability to economic life. 

Faith in the future of the economy was bolstered by the be¬ 
lief which many intellectual leaders had in inevitable social 
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evolution. Herbert Spencer's idea that Darwin's theory of 
biological advance through competitive struggle applied also 
to the social system was still in good standing. While benefi- 
cient evolution might be questioned by economists trained in 
the German tenet that “economic laws*' depend on the social 
aims of the system involved, or in the new American philoso¬ 
phy of William James and John Dewey that truth is what 
works, these doubters appear to have been a small minority. 
As for the businessman. Social Darwinism was simply another 
way of stating the “Jaw of nature” that assured success to an 
able, hard-working man in a competitive society. 

The evolutionary idea readily lent itself to elaboration in a 
doctrine of a national elite of successful businessmen. From 
a study of statements of men speaking for the National Asso¬ 
ciation of Manufac turers and the U. S. Chamber of Commerce 
in the 1920’s, James W. Prothero worked out six interrelated 
articles of belief: 

1. The business elite are superior to other men in ability. 

2. The test of ability is competitive earnings. 

o. Material or economic progress is the important goal. 

4. Social stability is necessary. 

5. Popular or majority control is dangerous. 

0. individualism must be preserved. 3 

Granted that these view's were expressed by the level of 
businessmen chosen to head a then inactive NAM and a Cham¬ 
ber of Commerce that faced few issues, they still indicate a 
tendency present in other business thought in this decade of 
great confidence. They also represent the continuing dilemma 
of business, standing for technological and scientific advance 
at the same time it wants social and political conservatism. 
But the business ideas of "the good old days" were to meet 
severe opposition, and the cause was not so much social and 
political change outside of business as the failure to maintain 
general materia! or economic progress on the part of the busi¬ 
ness system itself. 

Although the late 1920's had produced increasingly high 
income for the top tenth of the population, there were no im¬ 
portant gains for the lower-income groups and no rate of real 
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capital formation that could insure against collapse and stag¬ 
nation. Fundamentally, America’s businessmen, lulled by con¬ 
fidence in automatic economic adjustment, were running an 
industrial machine whose intricacies they did not understand. 
Neither businessmen themselves nor the government adminis¬ 
trators and economists had any real appreciation of such 
crucial economic relations as those between worker morale 
and productivity, government spending and consumer demand, 
private saving and stimulation of investment, administered 
prices and economic rigidity. 

Perhaps adversity is tin; only teacher. At any rate business 
had to learn the precariousness of its cultural position through 
bitter experience. Popular confidence in the satisfactory 7 prog¬ 
ress of a self-regulating economy was broken in the depression 
of the 1930Y while Darwinism had given way to a biological 
theory based on mutation or inexplicable alterations rather 
than on gradual evolution through the competitive process. 

To many Americans it appeared that with the frontier gone 
and a “mature" industrial plant, the economy would stagnate 
unless government provided now incentives and opportunities. 
Europe* was in a worse state than America; capitalism ap¬ 
peared to haw* lost its dynamics. A higher and higher standard 
of living no longer seemed assured as the automatic result of 
the quest for personal wealth. As scientists forecast an even 
lower birth rate, Robert E. Wood, Chairman of the Board 
of Sears, Roebuck, warned: “A decline in population must in¬ 
evitably result in a lower rather than higher standard of 
living ... It means that the sun has passed its zenith and the 
shadows of afternoon have begun to fall .” 4 

It was hard for younger men of the mid-century to realize 
the degret* to which business confidence and prestige were 
shaken by the events of 1931 to 1933. As a result business 
leaders lacked morale to oppose the idea that the government 
aid to business offered by the Hoover administration was 
necessary, or the subsequent idea, reluctantly accepted even 
bv its political advocates at the time, that government must 
assume responsibility for the economic welfare and security 
of its citizens. A radically new conception of the use of federal 
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power was beginning to develop, implying not only relief and 
social security, but also government investment and subsidy 
to stimulate purchasing power and employment. 

Not that businessmen as a whole agreed with these views; 
they blamed the depression either on the upsetting effects of 
World War I or on the frailty of individuals, and criticized 
the spending policies of Congress in the Hoover administra¬ 
tion. In 1932, for example, Alfred P. Sloan, Jr., President of 
General Motors, said, “The trouble at Washington is that large 
sums have been voted for post offices, pensions and bonuses 
not justified.” r * 

By the mid-1930s many businessmen were saying that gov¬ 
ernment had already intruded so far that the economy was no 
longer self-regulating. Possibly, they conceded, the new econ¬ 
omy, because it was a mixture of government and private en¬ 
terprise, needed certain government incentives to avoid the 
danger of stagnation; but the more state aid it received, the 
more mixed it tended to become and hence the more aid it 
would need in the future— and so on and on until the private 
sector might vanish altogether. Thus were businessmen caught 
in the dilemma which, up to the fifties, they were not able to 
resolve. 


THE RISE OF BUREAUCRACY 

Loss of confidence in the theory of self-regulation was 
bound to lead to a reassessment of business ideas and new 
conceptions of the place of business in American society. This 
painful struggle for readjustment must be seen in relation to 
another major change in society, the rise of bureaucracy. 

Judged by the standards of 1800, American society in 1900 
was already bureaucratic, but apparently this fact did not 
bother people at the time. Congressional debates and serious 
writing were concerned with the struggles of little business 
against big business and of individuals against the "laws of 
nature,” but seldom with the struggles of individuals against 
collective bureaucracy. 0 Not until the rise of both right and 
left collectivist governments in Europe after 1917 were Ameri- 
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cans alerted to this issue. The further growth of enormous 
business companies in the 1920’s led intellectuals to extend the 
scope of their questioning, and the New Deal at last made 
bureaucracy a major concern. 

Although the growth of big government first called general 
attention to it, the bureaucratic system was actually a response 
to industrial mass production. Big plants required big manage¬ 
ment, and the social and economic problems growing from the 
concentration of working population necessitated more and 
more government. Since the company big enough to have a 
true bureaucracy — that is, a broad layci of middle manage¬ 
ment which neither initiated policies nor directly carried them 
out — would normally be run by professional executives, the 
rise of bureaucracy also went hand in hand with that of man¬ 
agerial enterprise. 

By mid-century a large part of the individuals contacts were 
with representatives of various large organizations. Social 
scientists and artists tended increasingly to see both govern¬ 
ment and business bureaucracy as parts of the larger problem 
of the individual in a highly organized impersonal society. 
Writers such as Frederic Wakeman in The Hucksters and John 
P. Marquand in Point of No Return turned out penetrating 
satires of the business bureaucracy with the implicit admoni¬ 
tion that the indvidual should rebel and find some way of as¬ 
serting his right to a unique human role. 

Americans in general had a mythical image of the individ¬ 
ual modeled after the independent, courageous, self-reliant 
frontiersman. Business philosophy in particular had dwelt 
upon the ruggedly individualistic element in the American 
national character. It was the existence of thousands of these 
centers of independent enterprise that made the self-regulating 
economy work. But with the depression, the resultant increase 
in government supervision and regulation, and the concurrent 
growth of organizational complexity, the individual seemed 
to count for less and less. People still clung to the idea of in¬ 
dividual freedom, but it was clear the concept needed rethink¬ 
ing and redefinition. 

Business leaders did not usually see their own companies. 
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with their • hierarchical bureacracies, welfare policies, and 
demands for loyalty, as playing a part in the redefinition of 
individualism. But there were others who recognized a new 
order. Thus, Life Editor John K. Jessup pointed out, “For 
economic purposes the organization is more important than 
what it owns, or who works for it. It has a life of its own. It 
began as a mere legal person. It has acquired a social person¬ 
ality.” 7 Management's devotion to the welfare of the corporate 
unit necessarily emphasized loyalty, trusteeship, self-sacrificing 
service, planning, and security, and deemphasized personal ac¬ 
quisition. This shift in emphasis in the society was gradual, of 
course, as is all cultural change, and was in an early stage by 
1950. 

Whether one looked at government as did most business 
leaders when they lamented the loss of concern for the in¬ 
dividual, or at big business as did novelists and some small 
businessmen, the conclusion was inescapable that individual¬ 
ism, as traditionally conceived, was declining. Fewer men 
were left in impersonal relations to markets where their per¬ 
sonal eccentricities did not count, and where individual clever¬ 
ness might win immediate cash rewards. More men had to 
try to please their organizational associates by some degree 
of conformity. Businessmen were voluntarily surrendering in¬ 
dividual freedom in order to get ahead in a bureaucratic so¬ 
ciety. 


BUSINESS AND DEMOCRACY 

While the traditional business beliefs in individualism, com¬ 
petitive survival, and freedom from governmental interference 
were being undermined, the social prestige of great wealth 
was also declining under the influences of mass production 
and the managerial system. 

Luxury articles became increasingly standardized and with¬ 
in reach of practically all consumers. As late as 1930 a Ford 
and a Lincoln represented vastly different levels of motoring 
pleasure and appearance, but in 1955 many people could not 
tell which was which. The large house, in 1900 the chief sym- 
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bol of wealth, was becoming rare; there was no longer a de¬ 
pressed immigrant or agricultural labor group to provide cheap 
servants, and the mobility of corporate executives was such 
that they hesitated to invest more in any one location than 
could be easily recovered through a sale. Sociologist David 
Riesman wrote on the new trend of the upper group toward 
"inconspicuous consumption/* 8 

Reenforcing these trends was the increasing equality of in¬ 
come after taxes. Taxes appeared destined to remain high and 
to be progressive against larger incomes on both the state and 
national levels. Aside from preparation for war, the society 
needed streets, highways, schools, colleges, hospitals, and 
other collective facilities on a scale never thought of by earlier 
generations, and the money, of course, had to come from taxes. 
During the nearly continuous boom from 1940 on, elastic 
business expense accounts and tax savings on capital gains did 
encourage a good deal of lavish consumption, but any pro¬ 
longed halt in increasing business activity and the rising value 
of equities would greatly narrow the range of spending. 

In the field of social welfare and philanthrophy, bureau¬ 
cratic action was superseding the individual decisions of suc¬ 
cessful businessmen. Since the government allowed corpora¬ 
tions to contribute a part of their income to charitable or edu¬ 
cational institutions before paying taxes, there was a large sav¬ 
ing in having such gifts made directly by the companies rather 
than by the receivers of already taxed dividends. This led to 
the setting up of general foundations, and to direct corporate 
support of higher education. Explaining his participation in 
this movement, Chairman Frank W. Abrams of the Standard 
Oil Company of New Jersey said, “I know I can’t take any 
credit for this. Im just an ordinary business guy that got 
shoved into something. It s like being thrown into a Billy Sun¬ 
day meeting, I suppose, and getting converted. You didnt 
want to go in, but somebody pushed you — they thought you 
needed it. And it has been rather overwhelming, and highly 
satisfying.” 0 

The importance of this shift was probably not in its influence 
on the character of education or welfare agencies. Some 
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thinkers saw in the trend a danger that higher education, per¬ 
haps the most influential conditioning force for the political 
and social ideas of future leaders, would fall under the con¬ 
trol of business, and a few businessmen, by writing of the obli¬ 
gation of the colleges to teach the free-enterprise system, added 
to these fears; but private education had always been supported 
by men who had made their money in business. The donors 
seemed no more likely to interfere with academic freedom as 
corporate executives than similar men had as private citizens. 
The real importance of the entrance of the corporation as an 
entity in the field of giving was the emergence of the big com¬ 
pany as a quasi-public institution, with social and political re¬ 
sponsibilities. The property of a corporation wth several hun¬ 
dred thousand stockholders was not strictly private property, 
and its actions were not those of a truly private character. 
To quote John Jessup again, ‘The fact is that the corporation 
promises to become a sort of welfare community. That is the 
best guarantee that we need not have a national welfare state” 
He saw the corporation as a fresh source of democracy to fight 
against the encroachment of centralized government. 10 But 
this was a very impersonal kind of democracy, the democracy 
of big units rather than the democracy of individuals. There 
still existed the problem that had beset the corporate form 
of organization since its beginnings in the early nineteenth 
century—the inability to achieve a democratic system of op¬ 
eration within the company. 

The spirit of business had always been toward the efficient 
exercise of authority from the top down. But business was the 
leading institution in a social system called democracy; to 
be truly representative it too must be democratic. And democ¬ 
racy works from the bottom up. This means more than equality 
of opportunity for those qualified to rise, more than democratic 
manners that allow a worker to call the president by his first 
name. It means policy formation on a participative basis and 
an increased willingness on the part of business to study and 
respond to the problems and values of American society. As 
Sir George Schuster, a British business leader, put it: Tf we 
try, as many of us do who hold managerial responsibilities, to 
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set out a list of ideals which we are to aim at, or which we 
think are good for people for whose employment we are re¬ 
sponsible, then I think we are doomed to disaster. We have to 
work with an intelligent population” 11 

One unmistakable clash between democratic and business 
traditions had come from business’ old assumption that workers 
were purely “economic men,” interested only in material satis¬ 
factions. The assumption came under attack as a result of Elton 
Mayos study at the Hawthorne plant of General Electric in 
the late 1920*s and his book. The Human Problems of an In¬ 
dustrial Civilization . 12 But the results of such advanced think¬ 
ing were slow to spread. As late as 1952 Time ran a special 
two-page section, “Human Relations: A New Art Brings a Revo¬ 
lution in Industry.” One of the illustrative cases concerned a 
change in the method of pajama-making: “One group was 
simply told of the change, another was told of the necessity 
for it and permitted to work out for itself the necessary re¬ 
visions in quotas and rates. Result: the second group’s produc¬ 
tion quickly passed the old average of 60 hourly units per 
worker, and reached more than 80. The first group barely ex¬ 
ceeded 50 units, and 17 per cent of its members shortly quit.” 
The article ended with a statement from Clarence Francis, 
Chairman of the Board of General Foods: “It is ironic that 
Americans — the most advanced people technically, mechan¬ 
ically and industrially — should have waited until a compara¬ 
tively recent period to inquire into the most promising single 
source of productivity: namely the human will to work. It is 
hopeful on the other hand that the search is now underway.” 18 
Despite many articles and books there still existed in 1955 “a 
great demand for guidance and enlightenment on the part of 
. . . businessmen, who apparently feci all of a sudden that they 
are deficient in the practice of human relations.” 14 Such a feel¬ 
ing of the need to do something in this area was evidence of 
the persistence of the problem as well as of some progress. 

One weakness in the search for what creates the will to work 
was the failure to recognize the wholeness of human personal¬ 
ity. The will to work depends not only on good working condi¬ 
tions and respect for the dignity of the worker, but also on the 
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employee s approval of the company, its policies, and its role 
in society. The talk of businessmen and labor leaders alike 
was still too much in terms of material wants and satisfactions. 
Eric Larabee, an editor of Harpers, noted at the Coming Glass 
Works’ conference of businessmen and scholars that “there 
was a tendency on both sides to speak of human values’ as 
distinct entities, almost as though they had similar qualities 
to goods and services.” 15 Seldom did business discussion rise 
to the level of searching for new, positive, nonmaterial values 
that could make business a world-wide standard-bearer of 
democracy. Lack of democracy was certainly not a failing 
peculiar to American business. On the contrary, American 
business was probably more democratic than business any¬ 
where else in the world. The trouble was that in the course of 
Its growth from small shop to great corporation it failed to em¬ 
body in its structure and operation some basic ideals of Ameri¬ 
can culture. 

Defining specific ideals in a complex culture like that of the 
United States is a difficult task, avoided by most scholars of 
a scientific bent, and done only impressionistically by visiting 
literary men or journalistic pundits. Such playing wth abstrac¬ 
tions was clearly not a game for active business leaders. Yet 
there were some cultural common denominators which few 
Americans would question; values or ideals that found expres¬ 
sion in sayings and beliefs passed on to children by generations 
of parents and by repetition in millions of schoolbooks. 

Some of these, such as the belief that rational effort counts, 
that change is generally good, that active mastery of a problem 
rather than fatalistic acceptance is the American way, or that 
interest in the external world of things is better than inner 
contemplation, reenforced the attitudes of businessmen (see 
p. 185). But some other themes that emphasized the American 
democratic and religious heritage, such as the need for justi¬ 
fication of behavior in terms of Christian morality, the strong 
belief in equality as a law of nature or the "cult of the com¬ 
mon man,” and the right of every adult to have an equal voice 
in making decisions affecting the common welfare, often con¬ 
flicted with business action. 16 These were basic ideals, however, 
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that underlay the operation of most social organizations, of 
almost all Protestant religions, and of all American govern¬ 
ments. 

The average businessman, whether of 1850 or 1950, would 
probably subscribe to such ideals in principle, but he would 
admit, when pressed on the subject, that often they did not 
appear immediately applicable in business. Business, he might 
argue, had to have a system of ideals of its own, such as phys¬ 
ical efficiency, substantial rewards for unusual ability, and cleat- 
lines of authority based on the sanction of ownership. Insofar 
as the two systems — social and business — were reconcilable, 
it was on the basis that business was a special part of the 
nation’s activity which justified its deviations from the precepts 
of the Bible and the Declaration of Independence by a flood 
of products that made a better life possible in all other spheres. 
From the sacrifice of certain ideals on the economic altar came 
their richer fulfillment in the life of the nation. 

This rift between business ideals and those of the common 
people helps to explain the ambiguous popular attitude toward 
business leaders. They were respected for their material suc¬ 
cess, their control over jobs, and their ability to supply capital 
or credit, but regarded as lacking in the moral and spiritual 
qualities desired in the top level of national leaders. In Ameri¬ 
can folklore the farmer's values and attitudes were virtues, 
those of the businessman fostered such vices as covetousness 
and vanity. The upbringing of the poor country boy was ideal¬ 
ized and regarded as a guarantee that, even if he later achieved 
economic success, his basic ideas would be moral in the Protes¬ 
tant religious sense and would be democratic in the common 
people’s sense. 

Businessmen were seriously troubled by public distrust only 
when it took the form of regulatory legislation. The almost 
unchallenged position of business executives as decision¬ 
makers in their ow r n sphere of action over many generations 
gave them the feeling that their ideas were right and that the 
public should conform to them. Businessmen tended to regard 
other types of leaders as unreliable or incompetent. The mo¬ 
tives of politicians were suspect as corrupt and insincere. Pro- 
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lessors, ministers, and literary men were held to be impractical 
and likely to have theories dangerous to social stability. 

This anti-intellectual attitude had been strong ever since 
the later nineteenth century. Merle E. Curti, a leading scholar 
of American thought, notes that “American respect for busi¬ 
ness, and the businessman’s inadequate appreciation of the in¬ 
tellectual have, by tradition, been pretty generally taken for 
granted.” 17 Thus the businessman was to a degree able to live 
in his part of the culture by his own precepts, regarding other 
beliefs as unimportant to the main task at hand, the material 
improvement of the nation. 

The tacit assumption of superior business understanding is 
illustrated by an interesting example. In 1950 Edward Ik;mays, 
one of the most prescient and philosophical of public-relations 
men, promoter of the concept that public relations was a two- 
way street down which ideas came from the public to business, 
nevertheless delivered a speech in Boston on “How American 
Business Can Sell the American Way of Life to the American 
People." 1S One wonders if a small voice at the other end of the 
street replied: “How Can the American People Sell the Ameri¬ 
can Way of Life to Business?” Actually, this example is some¬ 
what unfair both to Bernays and to advanced business thought, 
but it illustrates the unfortunate if more or less unconscious 
historic assumption that society should conform to what man¬ 
agers deem best for business. 

Often serving as the justification for business dogmatism 
was the idea that business decisions were unalterably based 
on the requirements of the market. No doubt in the old days 
of small business, low mechanization, and weak market controls 
the businessman struggling for survival in a competitive 
situation had little leeway. But the big companies of the mid¬ 
twentieth century, the ones that set the tone of business think¬ 
ing, had considerable control over prices in the market. And, 
as already noted, such companies had already gone far in the 
support of community services, education, and welfare plans 
for workers. 

The fact remains that the decisions to do these good deeds 
were not generally participated in by their beneficiaries. Aside 
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from dealings with organized labor, there were few democratic 
procedures in business by which opinion from below could 
effectively influence the major actions of those on top, or by 
which changes in policy could be opened to advance discus¬ 
sions. The practical difficulties in the way were great, but if 
business was to be truly democratic, they had to be overcome. 


THE CHALLENGE TO AMERICAN BUSINESS 

The unsolved problem of the relations of the business system 
to democracy was lifted from the realm of theoretical specula¬ 
tion and placed in the forefront of world affairs by the after- 
math of World War II. Americans were forced, perhaps for the 
first time, to assess their culture for its fitness for survival in a 
competitive world situation, and for the specific elements on 
which it could base a claim to world leadership. The American 
business system was placed in an international spotlight. The 
United States emerged as the only Western nation strong 
enough to undertake world leadership, and she led from a 
position of strength based primarily on the success of her 
economic system. Thus, for better or for worse, American busi¬ 
ness had become a key protagonist in the physical struggle 
with world communism. 

The contest, however, was not just a matter of material 
superiority, and the fight for world influence could not be won 
by economic means alone. If such were the case, America 
would triumph, and American businessmen, as the directors 
of these economic forces, would be the world s natural leaders. 
But the United States was battling for mens minds, their 
hopes, aims, and allegiance, and it was increasingly evident 
that success depended on a spiritual and intellectual appeal 
rather than on mere respect for economic power. Approval 
had to be voluntary and could not be commanded. And al¬ 
though America had little difficulty selling the products of her 
fields and factories overseas, her industrial machinery, agricul¬ 
tural implements, petroleum products, grain and crude cotton, 
and automotive equipment, she had not yet sold the rest of 
the world on the virtues of American culture. 
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Because the contacts of the mass of the people with things 
American were to such a large extent through businessmen 
and their products, the representatives of the United States’ 
economic power assumed a significant role in this winning of 
social approval. Tims the very success of American business 
placed it in a position for which it never consciously prepared, 
and for which it was not especially fitted. For this purpose at 
least two adjustments were required: business must fit phys¬ 
ically and economically into a state of military strength; and it 
must find its particular role in the attitudes and beliefs asso¬ 
ciated with the American world mission. 

American industry, whose strength had so largely given rise 
to this world mission, found its traditional policies thrown 
into confusion. Business was swept progressively into a new 
military order of subsidies to foreign nations, massive govern¬ 
ment investment, stockpiling of scarce materials, and arma¬ 
ment manufacture. Should executives resist the advance of 
peacetime government foreign-aid and arms expenditures at 
the risk of turning the world over to fascism or communism, 
or should they accept the administration program at the risk 
of never again being free from the need of government aid? 
For a hundred years American private enterprise had prepared 
its defense against socialist revolution, but it had given little 
thought to the danger of simply being absorbed by a "capital¬ 
ist’' state. 

True choice was scarcely possible since cooperation with 
government was the road to profits for the stockholders, and 
such was the traditional aim of management. For those com¬ 
panies with government contracts, and this included, most of 
the giants, it was clearly advantageous to cultivate close rela¬ 
tions with government officials, particularly in the Department 
of Defense. For this purpose, retired generals, admirals, and 
high-level civilian officials made valuable business executives. 
At hough quantitatively the movement was small, it raised fears 
in some minds of a union of undemocratic forces in business 
and government, at a time when the need seems to be for busi¬ 
ness to give assurances in the opposite direction. 19 

The challenge to business to play its necessary role in Ameri- 
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can intellectual and spiritual world leadership was far more 
difficult to meet than the adjustment to government contract¬ 
ing. In the confident days of 1900, evolution, Christianity, the 
Anglo-Saxon character, and the virtues of democracy appeared 
to promise the eventual world supremacy of the American way. 
But now the struggle for supremacy was no longer some un¬ 
foreseeable situation of the future. And much of the spiritual 
equipment counted on in 1900 was relatively ineffective. The 
ways of evolution had become a mystery; conventional Chris¬ 
tianity, though strong at home, seemed h weak weapon against 
communism; the strength of Anglo-Saxon character no longer 
controlled the people of backward areas; and the political in¬ 
stitutions of the Ango-American tradition were easily misun¬ 
derstood and often not immediately applicable to people dif¬ 
ferently trained. 

The one aspect of American life that the whole wurld con¬ 
tinued to respect was its material success. Indeed, the Ameri¬ 
can business system w r as now the strongest card the United 
States and her allies held in the contest with world commu¬ 
nism. If the rest of the world could be shown that .American 
business principles were an integral part of a larger value 
system beneficial to them and possibly adoptable, it might be 
won over. 

On balance, the chronicle of the changes in business ideol¬ 
ogy since 1900 augured well for the future. Business had modi¬ 
fied its ideas and adapted itself to the inevitable changes in 
the social and political complexion of the country. Granted 
that the adjustments were often made grudgingly and some¬ 
times incompletely, yet they were made. From a philosophy 
of the self-regulating economy presided over by an elite group 
who could take care of themselves and who had no responsi¬ 
bility for the welfare of others, businessmen as a whole came 
to a realization that bigness necessitated certain governmental 
controls over the economy; they accepted the fact that w.di 
their position of great influence in the nation must go some 
accountability for the general well-being. 

Nevertheless, business was far from ready to assume the mis¬ 
sionary task which was thrust on it It had to work at making 
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its own internal operations reflect more adequately the demo¬ 
cratic ideals to be communicated abroad. A more basic prob¬ 
lem, the same one which confronted all other segments of so¬ 
ciety, was the need for reanalysis and rearticulation of the 
ideals and values Americans wanted the rest of the world to 
accept. 

The paradox noted in 1900 still existed in 1950. In spite of 
the widely held view that the United States was a “business 
society,” the great majority of the people who worked for 
salaries or wages did not regard themselves as businessmen. 
Regardless of prosperity, better public relations, and more in¬ 
dependent business enterprisers in relation to the rest of the 
population, a feeling of unity with the aims of business leader¬ 
ship seemed lacking. People apparently respected but did 
not trust business leaders. Corporations might in truth be 
becoming guardians of the common welfare, but the public 
was not yet convinced. In May 1949, according to a Roper 
poll, A majority of the people . . . believe that very few 
businessmen have the good of the nation in mind when they 
make their important decisions . . . They think, therefore, that 
government should keep a sharp eye on business/' 20 American 
businessmen, for all their important position in society, did not 
epitomize America as did the independent fanners of an 
earlier era. 

Probably business could not hope to succeed in any attempt 
to mirror the total value structure of the society. Yet that did 
not lessen the need for clarification of the various traditions 
and beliefs which might be strengthened at home and urged 
on the rest of the world. Philosophers and anthropologists 
pointed to the confusion and conflict in American values; 
writers on religion questioned especially some of business’ 
ethical precepts, asking “whether the secular functions of so¬ 
ciety, each existing of itself and for itself, can be relied on to 
serve human destiny/’ 21 

Much of the conflict, much of the apparent lack of unity and 
purpose in American national life, came from the failure we 
have noted to reconcile business attitudes and aims, such as 
the pursuit of an ever higher standard of living, with the other 
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fundamental values stemming from American religious and 
democratic traditions. If business could look at itself, analyze 
its values, and try to realign them with those broader ideals 
of the good society, it could help to make stronger and more 
valid America's message to an uncertain world. 

Part of the realignment of business attitudes would be good 
business. At the stage of technology present in mid-century' 
United States, greater productivity resulted from treating the 
employee as a human being who would be attached to his 
work by intellectual approval and a sense of “belonging” at the 
job as well as by the need of the pay cheek. The managements 
that adopted the gospel of the democratic custodianship of 
economic opportunity were going to have improved morale 
from top to bottom. 

Big business was beginning to move in this direction. Small 
and medium-sized business was still highly competitive, was 
often inadequately financed, and had less leeway to take non¬ 
material considerations into account; here progress would 
probably be a matter not of years but of decades. From the 
standpoint of public relations at home, this was discouraging, 
since most Americans worked for small or medium-sized busi¬ 
ness. Hie image of the society presented abroad, however, 
might change more rapidly. Almost all foreign contacts were 
with the agencies or products of sizable American companies, 
organizations large enough at least to be conscious of their 
place in a new business order and to be capable of providing 
leadership in that direction if they wanted to. 

To hope for moral or spiritual inspiration from any size of 
business was asking for new functions from an institution 
originally designed to supply only material wants. But the 
modern corporation had inevitably become more than an 
economic institution, and its managers had more than material 
responsibilities. In the words of Meyer Kestnbaum, President 
of Hart ShafFner and Marx, “We need now some people to tell 
us how to convert industrialism, which has great power, into 
the force for good in our own country and elsewhere that it 
can be. If we meet that challenge, I will say again that we are 
on the verge of a golden age.” 22 
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